THE ECONOMIC JOURNAL 


MARCH, 1924 


THE POST-WAR WAGES PROBLEM ! 
I 


BrroreE the war the economic changes to which wages had to 
be adjusted were gradual. Rates of wages, therefore, had a high 
degree of stability, and the relations between wages in allied or 
neighbouring occupations were equally stable. Wages, it may 
fairly be said, constituted a system, since there were well-under- 
stood rates for most occupations; the relations between these 
were stable and generally accepted, and a change in any one rate 
would prompt demands for a change in other rates. It was this 
systematic character of wages that made wage changes so simple 
a problem compared with to-day’s task. The abstract and 
unanswerable general problem, What is a fair wage? never 
came up; the problem was always the problem of a particular 
rate for a particular job. This was argued by reference to the 
normal relation between the rate for that job and other rates, 
and to relevant economic changes that might justify a departure 
from that normal relation. A change in the value of money 
might make necessary a whole series of changes in rates of money 
wages, in order to restore the previous relation between different 
trades, or between wages and profits; but the problem was 
limited to modifying an established system of rates, so as to 
keep it in harmony with the economic facts on which wages 
ultimately rest. This modification itself was done largely by 
collective bargaining, for the individual employer or wage-earner, 
not by him; the ordinary employer had to work to conditions of 
employment which were set for him. Hence the wage system 
lent some of its own stability to prices, which, even more than 
wages, have got out of step since the war. 

The effect of the war was to dislocate this system and destroy 

1 Paper reed before Section F of the British Association at Liverpool, 
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its stability, with the result that we have been forced to face the 
problem of wages as a whole, and to consider absolute levels of 
wages in place of merely making adjustments. This result has 
been brought about in three ways: the war substituted sudden 
and extensive changes for the gradual changes to which we were 
accustomed before; it interrupted the process of continuous 
adjustment of wages to changed commercial conditions; and it 
introduced modifications, that brought wages into closer corre- 
spondence with war-time economic needs, but caused them to 
diverge from normal commercial needs. 

The rise in the cost of living, the profits of munition makers, 
the early losses and subsequent profits of other manufacturers, 
dilution, the creation of new industrial districts, the Government 
control of railways and coal—all involved either the need or the 
opportunity for extensive changes in wages, which the existing 
machinery of collective bargaining was too cumbrous to cope 
with. The orderly modification of wages to suit changes in the 
supply of different kinds of labour and changes in the demand 
for different kinds of work necessarily stopped, because the normal 
commercial basis of employment was lost. Instead, we had an 
attempt on the part of the Government to limit wage changes to 
bare cost of living advances, and to rely on other, authoritative, 
methods to direct labour to the changed purposes to which the 
war had given rise. 

Government control of wages, however, was successful only 
in lessening the force of the pull that the war enabled favoured 
classes of workers to exert; it did not neutralise it. Hence 
there were important modifications in wages, justified by the 
needs of industry in war-time, but bearing no necessary relation 
to peace-time commercial conditions. Unskilled labour, male 
and female, being for the first time insufficient to meet demand, 
was able to improve its relative position; the Committee on 
Production’s policy of awarding flat-rate advances to meet the 
increased cost of living was a recognition, probably unconscious, 
of the improved bargaining position of the labourer. Control 
lost much of its effectiveness, because it was not imposed at the 
outbreak of war; by the time it was imposed systematically, 
considerable divergences had already taken place in the advances 
secured by different classes of workers. And in some directions 
control accentuated rather than prevented divergence from peace- 
time ratios. The encouragement of systems of payment by results, 
before sufficient experience was available to set piece-rates and 
bonus-times that would yield without wide variation earnings of 
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the intended amount, led to wide divergences of wages, and 
created the so-called “ skilled man’s grievance,’ which the 124 
per cent. bonus of 1917 was intended to remove. The pledge to 
pay dilutees the same rates as the skilled men whose place they 
took for the same work involved disturbance in normal relations. 
The practice of adjusting wages by national awards, coupled 
with the reservation ofthe right to bring up the case of excep- 
tionally low-rated districts, led to a levelling up of wages in each 
occupation. So far as the local differences thus swept away 
were due to permanent economic differences, the effect of this 
levelling up was to force wages out of correspondence with 
normal commercial conditions. And these war-time innovations 
lasted just long enough to encourage the workers who had gained 
by them to hope that they would be permanent, but not long 
enough to extinguish the recollection, and therefore the influence, 
of the pre-war ratios that they superseded. 

In this dislocation of the pre-war relations between the 
wages of different classes of work-people is to be found the 
explanation of a large part of the discontent that has led 
to strikes and lock-outs since the war. If workers before 
the war had insisted on questioning every rate, on accepting 
none that could be neither justified by an acceptable ethical 
argument nor enforced by a lock-out, we should not have 
enjoyed the (relative) industrial peace that we did. In fact, as 
we saw, the problem of wage-fixing was limited to adjusting 
particular rates to particular economic changes, always with 
reference to a system of rates that was generally accepted. Since 
the war this necessary basis has been missing. Few workers 
could not point to someone whose relative position had improved 
more than their own, so that any improvement they had secured 
left them unsatisfied. The habit of comparison with allied and 
neighbouring classes, which before the war acted as a restraining 
force, preventing a group from exploiting to the full any tem- 
porary bargaining advantage it possessed, now operated in the 
opposite direction, exciting further demands. The influence of 
the pre-war system of relations was still operative, since it led 
workers who had not maintained their position in the scale to 
expect and demand compensating advances; but it did not 
operate as an effective argument for a reduction where workers 
had improved their relative position. 

Employers were equally without guidance as to what they 
could concede, since commercial conditions were so hard to judge. 


They resisted demands for increases in wages on the ground that 
B2 











4 THE ECONOMIC JOURNAL [MARCH 


trade could not stand them; rightly enough if they were taking 
a long view, but without much immediate justification if their 
profits in 1919 and 1920 are any indication of what trade could 
stand. The close and continuous contact between trade union 
officials and employers, which normally enables them to gauge 
pretty accurately how far they can go without provoking a 
rupture, had been interrupted by the period of Government 
control of wages. Both sides, therefore, were almost compelled 
to question every rate; a stoppage was often the only means of 
ascertaining what rate the trade would bear. We were, for the 
time being, faced with the question, What is a fair wage? and 
compelled to consider, by such machinery as the Sankey Com- 
mission and the Shaw Court of Enquiry, what the absolute level 
of wages in essential industries ought to be. The problem of 
wages as a whole came up on every particular wage dispute. 
There is not much prospect of a return even to the qualified 
peace that characterised industrial relations before the war, until 
something like the pre-war stability of wages is restored. This 
involves two things: the rates must be adjusted to the normal 
commercial needs and possibilities of each industry, and the 
relations between them must be such as the workers accept as 
reasonable. At present the worker’s mind is still influenced by 
the system of pre-war relations; progress towards adjusting 
wages to a commercial basis outrages his sense of equity wherever 
that adjustment has meant a reduction in the scale. Hence 
there is no finality about these adjustments, and they will be 
challenged so soon as the unions feel strong enough to challenge 
them. Employers as well as workers are dominated by these 
pre-war notions, and complain that workers in other trades have 
not made the sacrifices that their own have made to reduce costs 
and revive industry. Yet it is on the face of it in the last degree 
unlikely that the system of rates that represented a fair adjust- 
ment to commercial needs before the war will have the same 
validity in the changed post-war world. The need is not to 
restore the pre-war system, but to secure a post-war system with 
the same stability as the pre-war system. To do this, the chief 
need is to get clear the changes, permanently affecting wages, 
that the war has brought about. The war interrupted the 
process of continuous adjustment to economic changes in the 
wage system and accelerated economic change; there was, 
therefore, at the end of the war an accumulation of changes to 
which wages had to be adjusted, and there can be no stability in 
wages until these changes are recognised, adjustments made 
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where they are necessary, and, a matter of equal importance, the 
necessity of modifications recognised where these have already 
been made. 


II 


Obviously it would require the resources of a Government 
department or a Royal Commission to survey the changes 
adequately. I can hopé only to indicate the chief among them, 
without much detail. They can, I think, be conveniently brought 
under four heads: occupational distribution, organisation, mar- 
kets, and nature of work. 

Perhaps the most important effect of the war for the post- 
war generation is the change it brought about in the distribution 
of population among occupations. The war gave an abnormal 
stimulus to certain industries, the exigencies of war starved 
other industries of their normal development. And the war 
lasted long enough—about the duration of an ordinary appren- 
ticeship—to make these influences effective. The following table 
brings together the chief changes in the occupational distribution 
of which we have information : 


Great Britain : all persons. 








June 1914. Jan. 1922, Ine. or Deer. 
Building and Construction. . 908,000 870,000 — 38,000 
Engineering and Ironfounding . 790,000 1,127,000 +337,000 
Shipbuilding. . . . +. >; 242,000 315,000 + 74,000 
Railways (United Kingdom) . 639,000 763,000 + 124,000 
(Dec. 1913) (Mar. 1921) 
Coslmimime 6 4. « 4 1,134,000 1,180,000 + 56,000 








Even more striking is a comparison made by Professor 
Bowley ! between the shift of population into certain industries 
and the increase in the population. 


Great Britain and Ireland. 





1911. 1921. Increase. 
Male population, aged 15-65 . 12,536,000 13,316,000 780,000 
(estimated) 





Males over 16 in Engineering, 
Shipbuilding, Vehicles, Iron 1,600,000 2,175,000 575,000 
& Steel, and Metal Industries (Jan. 1922) 











It is clear that the war diverted a large part of the labour of 
the country from the occupations into which the normal needs 


1 The Third Winter of Unemployment, J. J. Astor and others, chap. ii. 
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of commerce would have drawn it into the industries required by 
the war. The influence of this diversion is the greater since in 
certain directions it accentuated pre-war tendencies that were 
already operating to depress wages in certain occupations and 
raise them in others. 

The effects of this occupational redistribution could be traced 
further if we had the results of the 1921 Census. In printing, 
for example, wages have risen relatively; this rise has coincided 
in the areas for which we have the Census returns with a decline 
in the number of compositors. 

An increase in numbers is not always accompanied by a 
relative fallin wages. In the case of the railway workers numbers 
have increased, and yet wages are relatively higher. This may 
illustrate the influence of the second set of changes—changes in 
organisation. It will be generally admitted that wage-rates are 
much influenced by trade union organisation and other methods 
of collective bargaining. An organised trade is likely to secure a 
higher rate than an unorganised one would in circumstances 
otherwise similar; standard rates will have a wider authority 
and be more uniformly observed where the organisation extends 
over the whole of a trade and is not confined to a few favoured 
districts. Organisation is a condition of obtaining the highest 
wage that the trade at any moment will bear, and it is a means 
by which one trade secures better terms than other trades in the 
competition of all trades for the joint product of all. 

The war and the post-war boom affected the relative strength 
of different organised groups in several ways. In the first place 
it gave certain trades, which had recently extended and improved 
their organisation, an opportunity of exploiting their new powers 
more favourable than they could otherwise have hoped for. 


1 The movement into certain industries before the war was as follows: 


United Kingdom : Males aged 10 years and upwards occupied. 














O/ 
/ /O 
1891. 1901. |, % 1911. | increase or 
increase. decrease. 
Coal and _ Shale 
Mines .. . 596,000 749,000 26 1,016,000 35} 
Metals, Machines, 
Implements and 
Conveyances 1,098,000 1,410,000 274 1,672,000 18} 
Ships and Boats 
GRIF) << is bs: 97,000 127,000 31 163,000 28 
Building and Con- 
struction — 953,000 1,333,000 40 1,208,000 —9 
All occupied Males | 11,463,000 | 12,951,000 13 14,308,000 14} 
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The railwaymen and the miners were the most important groups 
under this head. In both cases the trade-union organisation on 
the eve of the war had recently made itself national in its scope, 
and had defined a national programme, directed to securing 
improved rates and conditions and some approach to uniformity 
throughout the country. The Government control of the rail- 
ways and the mines, with its pooling of the receipts of hitherto 
independent concerns, made this greater uniformity possible. 
Probably Government control also made it easier to raise wages ; 
marginal firms no longer held down rates, political pressure 
could be added to economic pressure, the Government dare not, 
when irresponsible private employers would have dared, face a 
strike in an essential industry. It is significant that the Cabinet 
dare not even subject the mining industry to the jurisdiction of 
the Committee on Production, although the basis of its policy of 
wage control was to use the Committee on Production as the 
final unifying authority on wages. While, however, miners and 
railwaymen both gained from Government control during the 
war, the gains they were able to retain were very different. In 
the case of the miners, unification of the industry, which was 
essential if anything like uniform standards and conditions of 
labour were to be established, and which Government control 
involved, has been swept away. Forced to accept wages based 
on the commercial results of the industry organised once more 
on its pre-war basis, the miners have found the industry's profits 
and their wages reduced by the slump, for which the Govern- 
ment’s mismanagement of the industry's markets was at any 
rate partly responsible, and have retained of their gains only the 
shorter working day and a wider district basis for wages. The 
railwaymen have retained relatively more; a re-classification of 
grades that meant a general levelling up of wages, a wage agree- 
ment that ensures a considerable advance on pre-war real wages, 
and a shorter working day, representing a much greater increase 
in labour cost, since it is not possible in railway working, as in 
mining, to increase production to a point at which the rate of 
output compensates for the reduction in hours. The reason of 
the difference is no doubt partly that mining is directly, and the 
railway industry only indirectly, dependent on export markets; 
but mainly that the unification of the railway industry effected 
during the war has not been allowed to lapse, the four groups 
under the Railways Act, with their statutory right to profits on 
the pre-war scale, constituting as effective a monopoly, from the 
point of view of the worker who is organised to share monopoly 
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gains, as the Government control. The mining industry has got 
rid of the new labour that poured in during the war, the demand 
for its products continues to grow; it may be expected, therefore, 
when trade improves, to resume the advance in wages and con- 
ditions that the war first accelerated and then checked. The 
railwaymen have probably achieved a permanent improvement 
in their position, even if they do not retain all their war-gains. 

A second change in the organisation of labour, due to the war 
and likely to effect wages permanently, is the greatly improved 
organisation of general, so-called unskilled and semi-skilled, 
labour. For a number of reasons the war gave an enormous 
stimulus and support to the efforts of the general labour unions 
to extend their organisation. The depression of the last two 
years has caused a large falling off in membership; but the 
improved union framework survives, the membership is much 
greater than ever before the war, and the novel experience of 
union membership persists as a memory among millions of 
hitherto unorganised workers. Now it may be doubted whether 
differences of skill in the past would have had the influence they 
seemed to have on wages, if skill had not been backed by organ- 
isation. To-day the inequalities in organisation have been largely 
redressed, and it is unlikely that the disparity of earnings between 
so-called “ skilled” and “ unskilled’ workers will be as great 
again as it was before the war. 

A third way in which a change in organisation has affected 
wages is in the great extension of the legal regulation of wages. 
The Government found itself compelled to fix by authority the 
wages of ill-organised and unorganised women workers on muni- 
tions during the war. By the Wages (Temporary Regulation) 
Act it continued this protection for a year after the war. Since 
then it has provided a permanent safeguard, in the extended 
Trade Board system, against individual bargaining and the 
exploitation of the weakest wage-earners. If the use of Trade 
Boards, not only to protect unorganised workers, but to make 
effective standard rates in partly organised trades, survives the 
attacks that are being made upon it, the disparity in bargaining 
strength between trades that before the war were effectively 
organised and trades that were not will have been still further 
reduced. 

To my third and fourth heads, markets and nature of work, 
I can do no more than refer. The former requires an examination 
of the world economic situation that would take too long, the 
latter a technological survey of industry that only technological 
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experts could make. It is clear, however, that important and 
lasting changes have taken place under both these heads, and a 
consideration of them is necessary in settling any particular 
wage claim. It is possible, for example, that the higher level of 
unemployment. in the cotton industry as compared with woollen 
and worsted, wages bearing about the same relation to pre-war 
rates in both industries, is to be attributed to the greater depend- 
ence of cotton on export; and that in engineering important 
changes in methods of production, tending to increase the value 
of semi-skilled and diminish that of skilled labour, have had 
their influence only delayed by the Restoration of Trade Prac- 
tices Act. 


Til 


The changes we have considered so far are changes affecting 
the relations between wages in different occupations, the result 
of which will be to alter pre-war relations. It may seem that to 
attend exclusively to these is to neglect a more important aspect 
of the wages problem, that of the general level of real wages. 
The general level cannot, however, be regarded as altogether a 
separate question; it is only the average of the particular levels ; 
when all the influences affecting these have been considered, the 
influences determining the general level must have been con- 
sidered. As a figure, it is the resultant of the figures of the 
particular levels, and its ascertainment must wait on the settle- 
ment of these. There is, however, a sense in which it is a separate 
question, or at any rate a question requiring separate considera- 
tion. In considering wages in a particular industry, it is natural 
to concentrate attention on the factors peculiar to that industry 
and to neglect wider underlying influences affecting the industry 
of the country as a whole. It is worth while, therefore, making 
an attempt to indicate and classify the wider influences which 
tend, not to raise wages in some industries and depress them in 
others, but to raise wages in all industries or to depress them 
in all. 

The attempt is the more necessary inasmuch as, in considering 
wages in any particular industry and making allowances for 
changes that have affected it peculiarly, it is necessary to frame 
some idea of the movement of wages as a whole, to serve as a 
sort of base line from which to make these allowances. With 
pre-war wage relations dislocated and every trade uncertain where 
its wage level will settle, the actual average level will mean very 
little, and some estimate of the possible and probable general 
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level after the war becomes necessary. It is the combination of 
this element with the other that makes disputes so difficult and 
obstinate, and prevents settlements from having any finality. 
Workers in trades that have improved their relative position 
resist reductions not only on selfish grounds, but also because 
they feel they are fighting the battle of the wage-earners as a 
class; while workers whose relative position has been worsened 
tend to regard the reductions, to which the state of trade has 
compelled them to submit, as merely a temporary concession, 
which will not prevent the recovery of their old relative position 
when trade improves. 

This new aspect of the problem—the general influence of the 
war on wages and the resultant general level that individual 
trades must assume—is so vast and offers such unlimited scope 
for inconclusive estimates that I hesitate to approach it. If I offer 
a few fragmentary observations upon it, it is not because I 
believe they provide a satisfactory answer to the problems raised, 
but only because the general refusal to face the problem is 
obstructing any satisfactory handling of post-war wages disputes, 
and merely to discuss it is useful. Moreover, in the absence of 
any discussion the tendency is in public discussion to take the 
pre-war level of money wages, allow for the change in the cost of 
living as measured by the Ministry of Labour index-number, and 
take the result as a guide to what the post-war general level of 
wages should be. This procedure involves two unwarrantable 
assumptions: first, that the post-war level will be identical with 
the pre-war level of real wages; and, second, that changes in 
the cost of living may be taken as an index of what industry 
can pay in wages. 

A priori it is unlikely that an event so great as the war would 
have no effect on the level of real wages; the general influences 
of the war to which I shall turn in a moment support this a priori 
conclusion. The habit of comparing wage rates and cost of 
living is to be deprecated also because it tends to keep alive as a 
norm or standard the pre-war system of wages, and so to obstruct 
the modifications rendered necessary by the changes we have 
already reviewed. Cost of living is an unsafe index of what 
industry can pay, because the cost of living of the wage-earner 
depends mainly on the price of goods which British industry does 
not produce. We import half our food; our own activities are 
devoted largely to fine manufactures for export. It is necessary 
in the present unsettled state of credit and the currency to 
adjust money wages to changes in the value of money; but this 
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should be done, if it is to be done automatically, by using an 
index-number of prices in which the prices of the things that 
England sells have at least as much weight as the prices of the 
things she buys. As it happens, the movement of the cost of 
living since the war has not diverged greatly in time or direction 
from the movement of commercial conditions in general; but 
that is due to the inability of farmers in America and other new 
countries to curtail production of wheat and meat as soon as it 
became unprofitable. Once they have cut their losses, agricultural 
prices are likely to rise and to send the cost of living up; there 
is no similar reason for believing that industrial receipts will rise, 
so that, if we insist on basing wages on cost of living, we may 
make it impossible to employ even the present proportion of our 
industrial population. 

Some consideration of the general influence of the war is 
therefore necessary. It seems to me it may be summed up by 
saying that the war reduced the country’s economic resources 
and restricted its commercial opportunities. 

The country’s resources have been reduced. A country’s 
chief resource is its working population, and it is a surprising 
result of the fall in the birth-rate during the war that the male 
population of working age increased more rapidly during the war 
than the total male population. But the industrial quality of 
this population was lowered. The 700,000 men whose lives were 
lost were most of them in the prime of life, trained and expe- 
rienced in their work; the youths who have grown up to take 
their places have still to be made industrially, and a large pro- 
portion of them had their industrial training abbreviated, and 
their industrial experience at the most vital period interrupted, by 
war service. Moreover, of the surviving majority of the military 
population, a million are in receipt of disablement pensions. 

By the side of the loss of labour force is to be set the loss of 
capital. While population has continued to grow, five years’ 
normal additions to capital have been lost. Large additions to 
capital equipment for munitions purposes were made; but the 
value of this for the ordinary purposes of peace must be heavily 
discounted, and against it must be set the loss of material capital 
in commercial industry due to neglect of repairs and renewals 
during the war, of the magnitude of which the £60,000,000 
compensation granted by the Government to the railways is an 
indication. Nor has any progress since the Armistice been made 
in repairing the loss of capital. The big figures of subscriptions 
to new industrial issues conceal a big reduction in the amount of 
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saving; their size is due solely to the inflation of values. Con- 
verted to 1913 values at the average price level of each year, the 
£1,073 millions of new subscriptions in the four years 1919 to 
1922 represent only £473 millions, little more than two years’ 
saving at the pre-war rate. 

These lessened resources are further reduced by the diversion 
into uneconomical channels that we have already noticed. The 
overcrowding of the munition industries, the chief factor in dis- 
turbing pre-war relations between rates in different occupations, 
involving as it has done the specialisation of labour to tasks for 
which the world at peace had little demand, is equivalent to a 
reduction in the amount of the labour exerted by the population. 
The similar diversion of capital is equivalent to a reduction of 
capital, which is expressed in the present-day Stock Exchange 
values of the securities of mushroom munition firms. The 
diversion of both labour and capital into these relatively unpro- 
ductive channels continued right through the trade boom that 
followed the Armistice. 

This reduction in the country’s resources is reflected in the 
figures of physical volume of output in those industries in which 
we have any measure. Coal and pig-iron production, in spite of 
large increases in numbers employed, never reached during the 
boom 90 per cent. of the 1913 level; manufactured exports 
reached 80 per cent. of the 1913 volume in only one quarter. In 
steel production and shipbuilding there was attained for a short 
period a rate of output exceeding the pre-war rate; but it was 
followed by an equally exceptional decline in output and a 
growth of unemployment. The general reduction of hours led in 
most industries to a reduction in output, which has not been yet, 
though it may be in a few years, made up by an improvement in 
the pace of work. 

While the country’s resources have been reduced, the world’s 
effective demand for the country’s services has also been reduced. 
More than any other country Great Britain has built on world 
peace. In the nineteenth century we developed an industrial 
organisation of extraordinary efficiency for the purpose of sup- 
plying a world that is willing and able to take our products, but 
at the same time extraordinarily dependent on such a world. 
Any big changes in the direction of this organisation—whether 
to satisfying a larger portion of the country’s domestic demand 
and a correspondingly smaller foreign demand, or in the way of 
compensating by an enlarged Imperial trade for the reduction in 
our European markets—involves a loss; it is an attempt to use 
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the machine for a purpose different from that for which it was 
constructed; and, although a gradual change in direction is 
constantly going on, it is effected without loss only because it is 
gradual and because it is the result of purely commercial, not 
political, influences. The war has affected both the willingness 
and the ability of the world to take British products—the willing- 
ness, because it intensified nationalist feeling and stimulated 
nationalist economic policies; the ability, because it dislocated 
the industry and reduced the resources of other belligerents as it 
did ours—and we are experiencing our dependence in the form 
of abnormal unemployment. 

The significant features in our foreign trade are the reduction 
in the volume of our exports and the steady trend back to the 
pre-war distribution by markets. The volume of exports of 
United Kingdom products, as measured by exports at 1913 
prices, reached its highest point since the Armistice in the June 
quarter of this year, when it was just over 80 per cent. of the 
1913 volume. The trend of trade is indicated in the following 
table of percentages : 


British Exports. 








< l 
eee ne ae | 1921. | 1922. 
British Empire 32-7 20-0 30-6 34-9 33-8 
Europe. . 37-6 57-0 40-4 35-1 37-6 
Non-European 
Foreign Countries 28-1 21:3 27-4 27-7 27-1 
France o & we 6-4 19-0 11:3 7-0 8-0 
Germany. « 2 « 9-5 2-4 3°3 5-0 6-0 
British India . 11-3 7:5 11-8 13-8 11-3 
U.S.A. ie 9-4 6-8 8-4 8-0 9-3 




















It does not look as if there were any easy alternative to our 
pre-war commercial relations; it is a world with similar, if 
diminished, wants that we have to work for. We may have 
gained at certain points—Europe is probably more dependent, 
not less, on British coal—but in the main the war has tended to 
reduce for the time being the country’s real income from exchange, 
as it has reduced the resources with which it gains that income. 

A more favourable view of the prospects of British industry 
would be taken if we looked only at the statistics of profits. 
The companies, whose results the Economist gives each year, 
showed returns on their preference and ordinary capital at an 
average rate of 10-3 per cent. on their ordinary share capital in 
1921 and 7 per cent. in 1922—extraordinary figures in view of 
the unemployment that prevailed. These figures, however, are 
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not decisive. A large part of the dividends were paid out of 
reserves; while the profits actually made in the two years would 
represent the earnings of differential advantages over marginal 
firms. Employment depends on the ability of the marginal 
firm to pay its way; there may, therefore, be great unemploy- 
ment and yet profits be made by firms that are not marginal. 


IV 


There is not much justification in these facts for the common 
assumption that the pre-war rate of wages can be taken as a 
starting-point in wage discussions. Even if an improvement in 
the world economic situation makes possible a restoration of the 
pre-war level of real wages on the average, the changes we have 
reviewed render it unlikely that all occupations will be able to 
secure full employment at that level. Some trades will have 
gained and some lost by the war. 

We have to look elsewhere for an indication of the general 
level that post-war conditions will allow. The problem is to find 
some sort of a base line, by reference to which allowance can be 
made for the various changes altering the relation of wages in 
one trade to wages in others. It arises because occupations vary 
widely in the speed with which they respond to changed economic 
conditions. At the one extreme are the iron and steel trades, 
that have accepted the full force of the commercial depression 
by sticking to their sliding scales, and, since 1921, the coal 
industry; at the other extreme are the employees of public 
authorities, effectively insulated from any immediate shock from 
changes in the economic situation. The cost-of-living sliding 
scale has done something to relate wages in the latter occupations 
to commercial conditions, but only by accident, so that they 
certainly cannot be taken as our base line. The former group, 
on the other hand, exaggerates the fluctuations in wages which 
the change in the economic situation requires; nevertheless 
they form a better indication than the other group of the national 
economic fortunes. 

The indication we are looking for is probably to be found in 
the important export industries. Just because they work for 
foreign markets, they are compelled to adjust their costs to a 
competitive level, and wages in them reflect the changed con- 
ditions of the post-war world. Moreover, a country dependent 
for maintaining a reasonable standard of life on foreign trade 
cannot for long allow the workers in industries working mainly 
or exclusively for the home market to enjoy better conditions 
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than workers in export industries, without running the risk of 
starving the latter and so depriving the former of the source of 
their good conditions. Before this indication can be used, 
however, it needs correction in two or three respects. In the 
first place some allowance has to be made for the inclusion in the 
average of industries like engineering, in which overcrowding 
induced by the war has forced wages lower than they would 
have fallen if influences on the demand side alone had been 
operative. In the second place, allowance must be made for the 
effect of transient influences (at least one hopes that they are 
transient), like the occupation of the Ruhr, that tend to depress 
wages in the more sensitive industries (or raise them, as in the 
case of coal) below the level which represents a fair allowance for 
the more permanent effects of the war. On the other hand, it is 
possible that wage rates are still at a level at which full employ- 
ment is unlikely in some industries, in which after great reductions 
unemployment is still four and five times as great as in a bad 
pre-war year. It may be undesirable to reduce them further in 
these cases, but the alternative is to check the influx of new 
labour and assist the efflux of labour at present dependent on 
these industries. 

To conclude; the post-war wages problem is the problem of 
restoring to the wages system the stability that it possessed before 
the war. This can be done only by modifying the pre-war system 
to allow for the accumulated changes of five years of war. In 
making these modifications we are forced to seek some sort of a 
guide as to the general relation which post-war wages will bear to 
pre-war wages, and I have suggested that this guide is to be found, 
with certain corrections, in the average level of wages in export 
industries rather than in the pre-war level adjusted to allow for the 
increased cost of living. I have not tried to do more than define 
the problem, and to catalogue some of the factors in it that the 
union and association officials, arbitrators and others who fix 
wages will have to take into account, congratulating myself that 
I do not share their responsibility. But even this may be of use 
in view of the urgency and difficulty of the problem. Before the 
war a mistake in adjusting wages to commercial conditions was 
not serious; it might cause a slight increase in unemployment, 
but the rising tide of demand, as society got richer, would correct 
the mistake. To-day, with perhaps a fifth of the labour force of the 
country standing idle, there is not the same certainty that society 
is getting richer. The problem of fixing wages is therefore more 
delicate and the stakes involved in every decision are heavier. 

Henry Ciay 











THOSE EMPTY BOXES 


§ 1. A yEaR ago the pages of this Journal were enlivened by 
a battle of giants. The contest raged over the practical utility 
of certain refinements of analytical economics: in particular it 
was debated whether the theoretical sorting of industries into 
boxes labelled ‘‘ diminishing return’”’ and “ increasing return ”’ 
could be turned to practical account. Into that mélée it is not 
my purpose to enter directly, though I think that my suggestions, 
if correct, may have some bearing upon its issue. My purpose is 
an even more presumptuous one—to engage, albeit armed with 
an apparatus as defective as David’s, one of the giants upon his 
own ground, and to cast a pebble which, if it glances innocuous 
from that august brow, may perhaps at least elicit an explanatory 
roar. 

My aim then is to echo, and I hope to expand, certain criti- 
cisms which have bcen wafted across the Atlantic of the analytical 
mechanism elaborated by Professor Pigou in his Economics of 
Welfare for dealing with these conceptions of diminishing and 
increasing return. I desire to suggest that the character of that 
mechanism (1) renders the “ filling of the boxes ”’ unnecessarily 
difficult ; (2) prompts to a use of the boxes, if filled, which under 
certain conditions of political and economic development might 
become positively misleading and dangerous. And I desire to 
suggest that this unfortunate result has its roots—I will not say 
in an unhappy choice of terminology (there are limits even to 
David’s presumption), but in a tendency to discover a simplicity 
of parellelism where none exists, and to submit disparate materials 
to an identical legical process. The boxes, if I may make free 
with the metaphor, are not in my view properly to be loaded 
upon the same cab. It is almost as though one were a hat-box, 
and the other a monstrous compound of a box at the opera and 
a box growing alongside a garden path. 

§ 2. Now first, while far from insisting that this question of 
terminology is fundamental, I must be allowed my private 
grumble about it. By industries which obey the laws respectively 
of diminishing and increasing return I take to be meant those in 
which the average full expenses per unit of product respectively 
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increase and diminish as the scale of production is expanded.} 
In spite of Dr. Marshall’s arguments to the contrary,? I wish 
heartily that English-speaking writers could agree to speak of 
such industries as obeying respectively the laws of increasing and 
decreasing cost. What superfluous confusions about the emerg- 
ence of rent in manufacturing industries, what regrettable mis- 
understandings of the teaching of economic science about the 
relation of agricultural progress to the problem of population,‘ 
could have been avoided if the phrase “ the law of diminishing 
return ” could have been tied down to denoting the results of 
either (a) applying successive doses of one factor to a fixed quan- 
tity of all the others, or (b) applying successive doses of all the 
factors but one to a fixed quantity of that one! And even that 
much duplicity of function would seem to entitle it to extra 
pay! I look forward to the time when this hard-worked phrase, 
relieved of all other duties, shall thus be confined to expressing 
the great unifying principle which runs through the whole theory 
of distribution—surely a sufficient honour to content the most 
ambitious company of words. 

I propose, therefore, to speak of “‘ decreasing cost ’’ industries 
and ‘increasing cost’ industries; but I repeat that I do not 
intend that this choice of phrasing shall alter the substance of 
my argument. 

§ 3. And now to business. Professor Pigou’s most moment- 
ous conclusion is that under conditions of free competition 
production in “increasing cost’ industries is carried further, 
and in “‘ decreasing cost ”’ industries less far than the true interests 
of society require. I shall not attempt to summarise his argu- 
ment, but shall give such references as will enable the reader to 
refresh his memory of it. 

Let us confine ourselves at present to “ long-period ”’ con- 
ditions, in the sense that we are not concerned with the effects of 
cyclical or other temporary fluctuations of demand. And let us 
deal first with ‘‘ decreasing cost ” industries in the sense defined. 
Now the first point is that, so far as I can see, this apparently 
harmless phrase covers two sets of analytically quite distinct 
phenomena. As the scale of output of an industry is increased, 


1 Professor Pigou does not himself use this definition; but it appears 
consistent with, and is indeed derived from, the definition and properties of his 
“supply-curve ” (Economics of Welfare, p. 933). 

2 Principles, p. 319 n. 

3 See Professor Bullock’s most valuable article, ‘‘ The Variation of Productive 
Forces,” Quarterly Journal of Economics, August 1902. 

4 A distinguished Colonial professor still, I believe, boasts publicly of his 
intention of disproving the existence of the law of diminishing return from land. 

No. 133.—voL. xXxxIv. Cc 
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the average cost ! per unit may fall for either of the two following 
reasons. (I) In some branches of production the process of invest- 
ment of fixed capital is, from the nature of the case, lumpy and 
discontinuous ; and once such a process is completed, the larger the 
number of units of output produced (or, to put the same thing in 
a different way, the larger the number of units of floating resources 
of all kinds employed) the smaller the share of fixed capital 
charges which each unit has to bear, and the less therefore, in 
general, its full cost. ‘‘ We may take the production of a medal 
as a type of such a supply. For we may suppose that it costs a 
manufacturer of medals £20 to produce a steel die, and after 
that has been made it costs him 5s. for the metal and stamping 
of each medal. If then he produced only one medal the cost 
would be £20 5s. If he produced two medals, £10 5s. each. If 
he produced fifty medals, the cost would be 13s. each; and so 
on.” ? Note first that such a statement may well represent, not 
an evanescent state of affairs, but the permanent conditions 
under which an industry (such as newspaper enterprise?) is 
operated. Note secondly that the element of time, so often the 
source of all our troubles, is here as nearly as possible innocent : 
a raising of the demand schedule for the medals (occasioned, say, 
by the establishment of a permanent state of war) will instanta- 
neously lower their average cost. 

But (II) decreased average cost may accompany expanded 
output for another reason, namely, because, given time, methods 
of technique and of organisation are capable of improvement in 
any one of a myriad different ways, so that ultimately a larger 
output can be produced at a lower cost per unit than that at 
which a smaller output was previously produced. I do not 
pretend that this class of cases is entirely unconnected with the 
first class; for the ‘“‘ economies of large-scale production,” and 
among them the installation of large and specialised pieces of 
plant, are among the causes of the prevalence of decreasing cost 
in my sense (II). But the difference between the classes can be 
seen by reflecting that nothing but a raising of the demand schedule 
can be relied upon to establish a lowered cost in Class (I), while 
the progress of time, the enterprise of producers and the occur- 
rence of invention ? are expected, without necessarily any altera- 
tion of normal demand, to produce this result in Class (II). 


1 TI use this word henceforth as an abbreviation for ‘full expenses of 
production.” 

2 Cunynghame, A Geometrical Political Economy, p. 57. 

8 Dr. Clapham’s query whether invention is to be classed among the causes of 
“* decreasing cost ’? must clearly, on my definition, be answered in the affirmative 
(Economic JournatL, 1922, pp. 314, 562). 
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§ 4. But already I seem to myself to hear a triple growl 
from the giant. (A) First, /‘ Have I not made it clear,” I hear 
him ask, “‘ that for simplicity’s sake I conceive of the resources 
applied to industry as a homogeneous flow (Economics of Welfare, 
p. 114)? And how am I touched then by that discontinuous 
£20 steel die, or by your distinction between fixed and floating 
resources, which I have decided to ignore?’ And I can only 
reply, Yes, he seems to have made that clear. But I shall go on 
to urge three things. (1) There is no doubt that, in ordinary 
discussions of the phenomenon of decreasing cost, industries of 
my set (I) play a very large part. It seems to be of such cases 
that Prof. Edgeworth! speaks as ‘‘so important as often to 
obtain the title of Increasing Return par ercellence,” and of the 
five sets of conditions which he distinguishes as ‘“‘ attended with 
the attribute Increasing Return,” two indubitably turn on this 
principle of the discontinuity of investment and the economy of 
multiplication.2 (2) The case is covered by Professor Pigou’s 
diagrams in so far that while, in the case of our medal-manufac- 
turer, the ‘curve of marginal supply prices” (Hconomics of 
Welfare, p. 931) would become horizontal after the second medal, 
it would remain continuously below the supply-curve, and cut 
the demand-curve further to the right than the supply-curve 
does. (3) But I can appeal more directly to Professor Pigou. 
He states specifically (op. cit. pp. 275-6) that ‘‘ among railways 
there is ground for believing that, at all events until considerable 
development has been reached, this condition [strong action of 
the law of increasing returns] is generally satisfied. The reason 
is that the fixed plant of a railway cannot, in practice, be so 
made as to be capable of effecting less than a considerable 
minimum of transportation. The aggregate costs of arranging 
for rail transport for one ounce per week are very nearly as great 
as those of arranging for the transport of many thousand tons. 
. . . This implies increasing returns acting strongly till a large 
investment has been made, and afterwards less strongly.”’ There 
can indeed be no question that Professor Pigou’s analysis is 
intended to apply to railways; nor that, in Ripley’s words,® 
“from this fact [discontinuity of investment], therefore, rather 
than because of any marked economies of large-scale production, 

1 “Contributions to the Theory of Railway Rates,’’ Economic Journat, 1911, 
ae oak pp. 553-5. 

3 Quoted by Edgeworth, ‘‘ Contributions,” etc., Economic JourNnaL, 1913, 
p. 217; who, while holding that other conditions generating “ increasing return ”’ 
have been too much ignored by writers on Railway Economies (ibid., 1911, 


p. 553), seems to concur in giving such considerations the primacy. 
Cc 2 
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may it be affirmed that railroads offer a notable example of the 
law of increasing returns.” If, therefore, Professor Pigou tells 
me that his apparatus of a homogeneous flow of resources is not 
a suitable one for dealing with my Class (I) industries, I shall 
joyfully agree; but if he forbids me on that account to discuss 
them with him, I shall decline to obey. 

§ 5. (B) But there is another door of escape for the wounded 
giant which I think it prudent to bar. We are dealing so far 
with a regime of competition; and he may tell me that my 
adopted medal-maker is not a true subject of that regime. If he 
were, and if he found that £10 5s. were the ruling price for medals, 
he would produce not two, but ever such a large number. The 
fact that an output of two is associated with a price of £10 5s. 
indicates that he is regulating output with an eye to the effect of 
his actions upon the price of his product, which is improper 
conduct in a denizen of the realm of competition, even though to 
act otherwise would, by preventing him covering his total costs 
of production, drive him out of business. Now poor David has 
no weapons with which to attack this mathematical conception 
of pure competition. But he knows, or thinks he knows, that 
his Class (I) industries exist, and that they do not all exercise 
monopoly powers, but that in their case, as in others, normal 
competitive price must in the long run cover supplementary as 
well as prime costs. He is even prepared to invent for his own 
use a meaning of the term “ competition,” which shall imply 
that producers are not in a position to make monopoly profits, 
but are free, and determined, in the long run to cover their 
standing charges. He suspects that printing, and in most 
countries in normal times railways, are conducted permanently 
on these lines, and he is tempted (but without falling) to hazard 
further attempts at filling this particular sub-box. He suspects 
too—a point to which he will return—that it is “‘ competitive ” 
conditions of this kind that the State, if it takes over an 
industry, should (unless for good reason to the contrary) seek to 
emulate. 

(C) There is one more loophole—will the giant make for it ? 
Will he charge me with neglecting his warning (op. cit. p. 115 
and p. 931, note) that whatever the scale of output, the flow of 
resources must be conceived of as organised appropriately to 
that scale? I shall not plead guilty; for whether my medal- 
maker is turning out two medals or fifty, he must be assumed to 
be acting in the most sensible way open to him. The relatively 
high cost per unit of the smaller output is due, not to any lack 
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of judgment on his part in combining his factors, but to technical 
facts beyond his control. 

§ 6. I shall assume, therefore, that I am entitled to discuss 
with Professor Pigou both my types of “ decreasing cost ”’ 
industry, and to discuss them separately. Let us take Group (I) 
first. 

Let us suppose that- m units of fixed resources (typified by 
the steel die) have been sunk in the industry, and that » units of 
running resources (typified by metal and labour for stamping) 
are being employed in conjunction with them, and that p units 
of output are being produced. Professor Pigou’s analysis (op. 
cit. p. 937) leads us to suppose that, in the social interest, p 
should be such that the additional units of output specifically 
attributable to the addition of the nth unit of running resources 
should sell for a price which adequately remunerates that nth 
unit of running resources. In our concrete case, if demand is 
such that fifty medals can be disposed of at 5s. each, fifty 
medals should be produced, since the fiftieth medal is the “ net 
product ” of the marginal 5s. worth of resources, and 5s. is the 
“marginal supply price’ for an output of fifty—the difference 
made to aggregate expenses of production by organising produc- 
tion so as to produce fifty instead of forty-nine (op. cit. p. 931). 

Now I deny that this pth unit of output is in any significant 
sense the net product of the nth unit of running resources.! It 





is the net product of [that unit +> units of fixed resources]. 


The fact is that these m units of fixed resources yield no product 
unless at least one unit of running resources is applied in con- 
junction with them, and that in order to make sense at all we 
must credit them with a part of any additional output which 
appears at first sight to be specifically attributable to the addition 
of any nth unit of running resources. Professor Pigou’s state- 
ment (op. cit. p. 190) that when any given aggregate of resources 
is devoted to an occupation, any one unit of those resources 
must be conceived of as yielding the same net product as any 
other, leads me to suppose that he would agree with this view; 
but, on the other hand, the rest of his analysis, and especially 
his treatment of the railway problem, leads me to suppose that 
he would not. For if the view is correct, the whole case for 


1 In our concrete case, we can choose our units so that p always =n. If 
the special costs per medal for labour and materials either increase or diminish as 
output is expanded, the argument becomes slightly more complex in form, but is 
unaltered in substance. 
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carrying production in this group of ‘“ decreasing cost’ indus- 
tries beyond the competitive point seems to me to vanish. And 
consider how paradoxical that case is! For if it is sound, the 
logical outcome seems to be that the State, if it takes over an 
industry of this type, is entitled to neglect altogether, in deter- 
mining its price-and-output policy, the costs of the fixed capital 
embarked, paying for them presumably out of taxation, and 
pushing production to such a point that price covers only the 
special costs of the pth unit of output. Whereas, if my view is 
correct, the State (unless for clear cause shown) ought so to 
regulate output that aggregate receipts cover aggregate costs 
without yielding monopoly profits. Even if through want of 
capacity I have misunderstood the giant’s analysis, let me try to 
pin him down to this supremely important point of practical 
policy. Suppose discrimination to be ruled out, as in the sale of 
Government publications (for I see an avenue of escape for him 
along the road of discrimination), how should such a nationalised 
enterprise (any broader social reasons for subsidisation being 
disregarded) fix the scale of its output and its charges? Does 
his analysis or does it not lead directly to the conclusion that it 
should claim to be subsidised to the extent of the whole burden 
of the charges of the fixed original plant? And can this con- 
clusion possibly be sound? And if not, what logical half-way 
house is there between this procedure and charging so as to 
cover total costs, i.e. simulating the conditions of free com- 
petition ? 

§ 7. Now let us turn to my second group of “ decreasing 
cost ’’ industries—those in which an enlarged output is associated 
with a decreased cost per unit of output as a result of the intro- 
duction of improvements in technique and organisation. How 
far is it true that in these industries output is smaller than is 
socially desirable, and might be brought to a socially more 
desirable level by some form or other of State intervention ? 

Now it is these industries that, at any rate in the prelude (op. 
cit. pp. 189-192) to his discussion of the whole matter, Professor 
Pigou seems to me to have uppermost in his mind. His explana- 
tion there given of the failure of competition to produce the best 
results must therefore be carefully noted. The employment of 
an additional unit of resources in any industry may, it appears, 
so modify the general organisation of the industry as to make 
each of the units of resources employed in it yield a different net 
product from what it otherwise would have done; but since, 
under pure competition, the individual who has made the extra 
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investment experiences only a very small part of the effects of 
this indirect impact upon general organisation, it is not to be 
expected that the probable nature and total magnitude of these 
effects should appreciably influence his actions. The relevance 
of this doctrine to ‘‘ increasing cost ”’ industries does not concern 
us here: as applied to “ decreasing cost” industries, it can 
only mean that all the improvements in organisation from 
which ‘ decreasing cost ”’ arises are of the nature of ‘“ external 
economies ”—‘“‘ those dependent on the general development of 
the industry ” 1—, the familiar ‘‘ internal economies ’’—‘‘ those 
dependent on the resources of the individual houses of business 
engaged in it, on their organisation and the efficiency of their 
management ” 1—having vanished into thin air.? 

Now once again I am conscious of being up against the mathe- 
matical theory of pure competition, and aware that that is so 
much the worse for me. But I cannot let it rest at that. I 
recall to mind the “‘ representative firm,” which “ has its fair 
share of those internal and external economies, which appertain 
to the aggregate scale of production in the industry to which it 
belongs”; whose size, “‘ while partly dependent on changes in 
technique and in the costs of transport, is governed, other things 
being equal, by the general expansion of the industry,” and is 
therefore clearly to be regarded as capable of significant variation : 3 
and which is nevertheless certainly a denizen of the realm of com- 
petition, and indeed plays a commanding part in the theory of 
normal competitive price. I even take the supreme risk of 
starting to fill the sub-box under consideration, by flinging into 
it at a venture electrical engineering and cinema-film manufac- 
ture, in order to confirm my impression that any likely occupant 
of the sub-box is almost sure to be carried on by firms who are 
capable of introducing and appropriating internal improvements 
in organisation and technique. I cannot, therefore, bring myself 
to believe that, under any conception of competition which is 
appropriate to the matter in hand, the phenomenon of decreasing 


‘ 


1 Marshall, Principles, p. 266. 

2 So determined is the Professor to banish these old friends that, disturbed by 
the apparent theoretical incompatibility of pure competition with the prevalence 
of decreasing cost at all, he seems to hold (p. 192) that each firm is (? or would 
be if it were isolated) working under conditions of increasing cost while the industry 
as a whole is working under conditions of decreasing cost. I would prefer to 
offend the mathematical theory of competition than to follow him through this 
logical hole in his own logical net; therein agreeing with Professor Allyn Young, 
who “‘ cannot imagine ‘ external economies ’ adequate to bring about this result ”’ 
(Quarterly Journal of Economics, August 1913, p. 678, note). 

3 Marshall, Principles, p. 459. My italics. 
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cost can be explained entirely in terms of external economies : 
nor, therefore, that if the rigid mathematical disharmony which 
Professor Pigou predicates (op. cit. p. 938) between competitive 
and socially desirable output really exists, it is to be explained 
on this ground of the certainty that the individual producer will 
not reap the reward of his own improvements. And in order to 
test this conclusion, I make my old supposition. Suppose an 
industry of this character to be administered in trust by a National 
Guild. Since the disharmony of interest due to the externalisa- 
tion of economies is removed—since the Guild can be certain 
that the full advantages of any improvement which it makes in 
organisation will be enjoyed by itself alone—it would be natural 
to infer from Professor Pigou’s analysis that such a Guild will 
produce what he holds to be the socially most desirable output— 
that is, will push production to a point at which the product of 
the marginal unit of resources is sold for a price which just affords 
adequate remuneration to that marginal unit. But of course it 
will do no such thing, for that would be to carry on production 
ataloss. It will regulate output in such a way that total receipts 
cover total costs—that is, it will seek to establish deliberately 
the equilibrium which tends to be established automatically under 
conditions of competition. 

§ 8. If, therefore, competition really offends in the rigid 
mathematical manner asserted, we must look for some other 
explanation. And I can find none. I am led on to question the 
relevance of Professor Pigou’s whole apparatus to this group of 
‘‘ decreasing cost ’’ industries as well as to the other. Is not the 
body (whether private monopolist or State) which seeks to 
improve substantially 1 on competitive output in such cases seeking 
to voyage pennis non homini datis, and not merely to penetrate 
the secrets of Time, but to do that leisurely old gentleman’s 
work for him? I struggle out of the giant’s embraces into the 
peaceful enclave of my hard-won prejudices about the nature of 
decreasing cost of this type :—that it only means that, given 
time and the progress of organisation, a larger output can be 
produced at a lower cost per unit than a smaller output used to 
be. We used not to dare conceive of falling cost per unit as a 
determinant of increased output, but only as resulting from it, or 
at the rashest as ‘“‘ being associated with it.” 2 Dare we, there- 


1 For I have some qualifications to make, below, § 9. 

2 Cp. Marshall, Principles, p.45, note. ‘‘ But in real life the cost of production 
per unit is deduced from the amount expected to be produced, and not vice versa. 
[Economists commonly follow this practice.” 
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fore, conceive of falling ‘‘ marginal supply price ’’ as a potential 
determinant of increased output, as Professor Pigou seems to do 
when he comes to discuss the actions of a monopolist with powers 
of discrimination (op. cit. pp. 248, 950)? Let me make my full 
confession. I do not believe the ‘curve of marginal supply 
prices’ has any message for us at all in connection with my 
‘“‘ decreasing cost’ industries of Group (II). I can attach a 
meaning to him in connection with my Group (I), and though I 
do not regard him as such a socially desirable character as Pro- 
fessor Pigou does, I can see his bearing on certain problems of 
price-discrimination. But in our present surroundings I do not 
want him at all. I am content with an old-fashioned supply- 
curve, the locus through time of the end-points of a number of 
“‘ particular expenses curves,” each of them indicating the con- 
ditions of production in a given state of organisation. And I am 
content to suppose that at each point on the locus competition, 
by producing just so much that total receipts cover total costs, is 
on the whole securing the best results at that time and in that 
stage of organisation attainable. 

§ 9. On the whole, for having cleared away the alleged rigidly 
mathematical sins of competition, we are now free to consider its 
not precisely measurable peccadilloes. For I have no wish to 
deny that the State, by well-devised intervention, can in certain 
cases accelerate the improvements in organisation from which 
decreasing cost arises. It can artificially raise the demand-curve 
by protective tariffs; it can artificially lower the particular 
expenses curve in force for the time being by the grant of well- 
administered subsidies; and in either way it may enable any 
given point on the original supply-curve to be reached earlier 
than it otherwise would have been. This would be true even if 
all economies were ‘“ internal’’; but the admitted fact that 
some of them are “ external” strengthens the point; for I have 
no wish to deny that the uncertainty of enjoying the full fruits 
of one’s labours retards progress.1_ I have no theoretical quarrel, 
therefore, with the old-fashioned “ infant industry ” argument 
for protection or subsidisation, which it seems to me would 
remain intact even if Professor Pigou’s constructions were to 
collapse, and which indeed is supported by him without the aid 

1 But it might, I think, be argued that under competition, since each supplier 
is chronically tempted to cater for a larger part of the market than is in fact 
likely to fall to his share, those experimental enlargements and improvements in 
which some of the roots of ‘‘ decreasing cost ” are found are more likely to take place 


than under a regime of single supply, even if the latter does not seek monopoly 
profits. 
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of their more intricate scaffolds (op. cit. p. 122). But the aim of 
such State intervention must be clearly conceived. It is not to 
maintain permanently a production which is ‘‘ uneconomic ”’ in 
the old-fashioned sense that receipts do not cover costs, but, at 
the expense of temporary loss, to bring about more quickly a 
state of affairs where production is still ‘‘ economic,” though 
larger than before. Such a policy of subsidy is, therefore, quite 
different in nature from the policy of permanent subsidy to 
“‘ decreasing cost” industries recommended, at least in theory, 
by Professor Pigou (op. cit. p. 193). 

§ 10. Has David grown bolder? Or is the giant really an 
easier mark when he stalks through the pastures of “ increasing 
cost’? At any rate I take up my sling with alacrity. 

What meaning are we to attach to the curves which exhibit 
the disharmony between competitive output and socially desirable 
output under conditions of increasing cost? We must return to 
the already-quoted prelude (op. cit. pp. 190-191) for Professor 
Pigou’s answer. We find there that the employment of an 
additional unit of resources in an industry may modify unfavour- 
ably the general organisation of the industry, so as to make each 
unit of resources there employed yield a smaller net product than 
it would otherwise have done. And since, as we have seen, 
Professor Pigou conceives of each supplier as producing an 
indefinitely small proportion of the total output, these unfavour- 
able results are felt almost entirely by other suppliers. In other 
words, we are asked to recognise the existence of ‘ external 
diseconomies ” } arising from the increase in output, and sufficient 
to produce the rigid mathematical defect of competitive output 
from the output socially desirable. 

Now external economies we know, even if we refuse to yield 
them exclusive homage : transport developments, the telephone 
and the trade journal, the shop of the club and the market-price, 
subsidiary industries, a skilled labour supply,—we have all at 
some time tried to memorise and to reproduce the formidable 
list. But these external diseconomies, mathematically no less 
powerful, who in the world are they? Can we not be told at 
least one of their names? We are told in an appendix that 
‘the reason why diminishing returns in terms of money appear 
where they do appear is, in general . . . that that proportionate 
combination of factors which it is most economical to employ 
when (xz -+ Ax) units of commodities are being produced is in 


1 I am not attempting to father the actual phrase on Professor Pigou, but 
must ask him to admit parentage of the conception. 
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general a less efficient proportionate combination than that which 
it is most economical to employ when x units are being produced ”’ 
(op. cit. p. 936); but we seek in vain for a further word of explana- 
tion, or for any word at all of illustration. Out with your pebble, 
David, and get it over! You do not believe that there are ‘“‘ no 
sich persons.” 

It is natural that we should fall back on what we learnt long 
ago about the phenomenon of increasing cost. We know that 
additional applications of capital and labour to a given piece of 
land yield after a point a diminishing return of product; we 
know that the supply of land, and still more the supply of land 
of any particular quality, is limited; and we know that in indus- 
tries making, directly or indirectly, a large use of land, the 
influence of these facts may overbear the influence of improve- 
ments in technique and organisation, and bring it about that, 
even if we allow for the progress of time, a larger volume of 
output is produced at a greater cost per unit than that at which 
a smaller volume of output used to be produced. Herein I am 
content to find the sole and sufficient explanation of the pheno- 
menon of increasing cost. But I see no reason at all to infer 
from this state of affairs that production in such industries is 
being carried further than the social interest dictates. The land 
itself, and the other factors employed with it, are presumably 
each being employed up to, but not beyond, the point at which 
any further application would be less advantageous to the indi- 
viduals concerned than application in some other field; and I 
see no cause for suspecting in this matter any but special and 
incidental disharmonies, of varying and indefinite magnitudes, 
between the interests of the individual and of society. 

§ 11. But this, the giant may say, is to evade his fortifica- 
tions, not to overthrow them by frontal attack. I must reply 
that that task, in my judgment, has been performed. Professor 
Allyn Young, accepting the twin curves but not the inferences 
drawn from them, argues that the reason for the excess of the 
‘‘ marginal supply price ” of any given volume of output over its 
average cost per unit, lies in the necessity which increased output 
entails of paying higher prices for the land employed in yielding 
every unit of output, and not in any attraction of real resources 
to the industry beyond those specifically employed in producing 
the additional units of output. I am convinced by this, and 
unshaken by the Professor’s reply (op. cit. pp. 934-6), which 

1 Review of Wealth and Welfare in Quarterly Journal of Economics, August 
1913, p. 683. 
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turns once more on the negligibility of the relatively small. 
Any given industry, he states (a generous exception is made for 
‘“‘ dominant crops ” such as wheat), uses so small a proportion of 
the community’s whole supply of land that it can obtain addi- 
tional supplies of land without driving up against itself the price 
of land per unit. Yet I cannot unlearn all at once that the rent 
of land in any use depends on its productivity in that use, and 
not in some other use; I recall that farmer who has no doubt at 
all that it is best to grow hops on his land, and therefore pre- 
sumably under competition has to pay a rent appropriate to 
hop-growing; and I feel convinced that if there is a large expan- 
sion in the scale of production, say, of the cinema industry in 
any town, its effect will be felt on the rental value of the sites 
which that industry occupies. 

And if Professor Pigou is right, how does it come about that 
when output is expanded a “less efficient proportionate com- 
bination of factors ’’ has to be employed than was previously the 
case? I can see no reason for such a drop in efficiency, except 
that the margin of application of capital and labour has had to 
be pushed further, owing to the impossibility of obtaining indefi- 
nitely increased supplies of land at the old rent. Will Professor 
Pigou tell us clearly whether he conceives this drop in efficiency 
to be due to the operation of the law of diminishing return from 
land, or to some other “‘ external diseconomy”’? If the former, 
why should this law be brought into play if the industry can 
obtain the use of increased quantities of land at the old rent? 
And if the latter, what, once more, are these “ external dis- 
economies ”’ ? 

Meanwhile I conclude provisionally that, under increasing as 
under decreasing cost, competitive output, whilst doubtless not 
impeccable, commits no such rigid mathematical sin as that 
which has been laid to its charge. 

§ 12. There remains a word to be said about “‘ short periods,” 
with reference to my Group (1) of “‘ decreasing cost ’’ industries. 
Such industries are, as has long been recognised, liable to terrible 
disorganisation in times of temporary depression of demand, 
since any hope of covering standing charges is apt to be tem- 
porarily abandoned, and slaughter prices accepted. If sellers 


1 Marshall, Principles, p. 436. Cf. the note on the following page: ‘‘ And 
if for the purposes of any particular argument we take together the whole expenses 
of the production on that land, and divide these among the whole of the commodity 
produced, then the rent which we ought to count in is not that which the land 
would pay if used for producing the first commodity, but that which it does pay 
when used for producing the second.” 
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“pursue this policy constantly and without moderation... 
they might ruin many of those in the trade, themselves perhaps 
among the number; and in that case a revival of demand would 
find very little response in supply, and would raise violently the 
prices of the goods produced by the trade.’”’! Further, as I 
have argued elsewhere,” such a policy may be disadvantageous 
to output in other trades, since if the demand for the product 
becomes inelastic (as it may, for instance, in such circumstances 
for machinery or for railway transport) the incentive to output 
in other trades is reduced. Restriction of output is the remedy 
now normally proposed and frequently adopted in such circum- 
stances, and is in harmony with the general presumption (§ 6) 
that price should be made to cover full costs; but it does not 
follow that, if we confine our view to temporary results, there are 
not other better ways of dealing with the situation. Discrimina- 
tion may be practised (as in the dumping policy of cartells), or a 
State subsidy may be given (as in effect proposed recently by 
the Industrial Group of Members of Parliament, and to some 
extent already done under the Trade Facilities Act), or, perhaps 
better still, the State might assist in storing the results of con- 
tinued output clear of the market until demand revives once 
more.? Iam far from denying that such devices have their 
place in dealing with emergencies; and I concede, therefore, 
that in such cases it may be right to push production in these 
industries beyond what is at the moment the “ economic ” 
point (in my sense of receipts covering costs). But I suggest 
that this is a wholly different matter from a permanent policy 
of subsidisation; and I would urge further that in all such 
emergency measures the urgency of the immediate necessity 
must be weighed against the danger of encouraging over-invest- 
ment in these industries in the future, by relieving them from 
the responsibility for the consequences of any excesses in invest- 
ment policy in which they may choose to indulge. 

§ 13. Have I fulfilled either of my remoter hopes? Have 
I, by attempting a further analysis of the boxes, contributed 
at all either towards making them easier to fill, or towards making 
any good use of them when filled? As to the latter, at all events, 
I fear that I have been destructive rather than helpful; for if 
I am right, the uses that can be made of them are more modest, 
even in theory, than has been claimed. But I have, to console 


1 Marshall, Principles, p. 375. 
2 A Study of Industrial Fluctuation, pp. 203-205. 
3 See A Study of Industrial Fluctuation, p. 251. 
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me, Professor Pigou’s contention, and Dr. Clapham’s admission, 
that even negative conclusions may be of use. 

And yet at the end I am a little despondent. Clad in the 
cuirass of the calculus, the vizard of unverified probability, 
and greaves of the second order of smalls, perhaps the giant is 
still unscathed and derisory. But will he at least—for he is 
a gentle giant—deign to pick up David’s pebbles and fling them 
back at him? For David is humble at heart, and would like to 
sing new songs to his sheep if only he really understood the 
tunes. And further, being of a mischievous disposition, he would 
rather enjoy telling the chieftains that the stern science of 
economics, who has so often enjoined the contrary, now 
actually urges them to supply many things to the people—Ford 
chariots perhaps, perhaps even copies of the Psalms—at almost 


nominal prices. 
D. H. Ropertson 


The Editors have invited comment from me upon Mr. 
Robertson’s article. As I have rewritten and altered my dis- 
cussion of these matters in the new edition of The Economics of 
Welfare, which is appearing shortly, it would be wasted labour 
to debate the old version in detail. I will, therefore, content 
myself with the following brief reply. Mr. Robertson must 
forgive me if, in the course of it, I do not speak of myself by 
somebody else’s name or in the third person singular. 

(1) The question whether the apparatus of curves presented 
in my book is or is not useful depends on the tastes of the user. 
The discussions in which I employed it could have been conducted 
to the same result by means of the differential calculus, or of 
either of Dr. Marshall’s two systems of curves, or, if one were 
clever enough, by the light of nature, with no apparatus at all. 
I have no particular affection for the duplex curve apparatus. 
For mathematicians it is unnecessary, and to persons innocent 
of mathematics it appears to be unintelligible. In my new 
edition, therefore, I am dispensing with it. 

(2) In his discussion of increasing returns Mr. Robertson 
does not seem to have understood the nature of the issues 
involved. My conclusions, which he considers new and revo- 
lutionary, are identical with those established thirty years ago 
by Dr. Marshall (cf. Principles of Economics, Book V. ch. xiii.). 
The suggestion that they imply a policy of subsidising national- 
ised enterprises “‘ to the extent of the whole burden of the fixed 


1 Economic JouRNAL, 1922, pp. 462, 561. 
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original plant,” is, of course, a grotesque misunderstanding. 
It is arrived at, so far as I can see, partly by confusing long- 
and short-period conditions and partly by applying to production 
generally propositions that are only applicable to quantities of 
production less than the quantity which the minimum practic- 
able plant could provide. Mr. Robertson is also in error in 
suggesting that I deny the existence of internal economies. It 
is fair to admit that some bad phrasing in the text—not the 
appendix—of my book lends colour to this suggestion. As, 
however, it is obvious that no economist, who is not imbecile, 
could deny the existence of internal economies, it would have been 
flattering in Mr. Robertson to look for some other explanation 
of the language used. 

(3) Professor Allyn Young’s criticism of my analysis of 
diminishing returns, which Mr. Robertson has transcribed, is, 
in my present judgment, substantially valid as regards long- 
period problems, and the reply which I made to it in The Economics 
of Welfare is not adequate. In view of that criticism important 
modifications in my analysis are necessary, and are made in 


the forthcoming new edition. 
A. C. Picou 


To which Mr. Robertson rejoins : 

(1) My quarrel is not with Professor Pigou’s geometrical 
methods (like many non-mathematicians I find diagrams peculiarly 
helpful), but with the processes of thought which they enshrine 
and the conclusions which they are used to establish. 

(2) On increasing return, Professor Pigou states that I am 
confused: I can only regret that he has not thought it worth 
while to clear up the confusion. He replies to my reductio ad 
absurdum (§ 6) by stating that he is not so silly as to believe the 
absurdum. 

I did look for some explanation, other than a neglect of 
internal economies, for the language used on pp. 189-192 of 
The Economics of Welfare, and could find none. I hope other 
readers have been more fortunate. 

(3) I attempted to criticise in detail the reply given by 
Professor Pigou in his second book to Professor Allyn Young’s 
criticism of his first book. I do not think this process is quite 
correctly described as “transcribing” Professor Allyn Young’s 
original criticism. But I am glad that Professor Pigou has 
come independently to the conclusion that his reply was 


inadequate. 
D. H. RoBertson 











THE ECONOMIC SITUATION IN AUSTRALIA, 1918-23 


I. Toe ERA or PROSPERITY 


Economic conditions during the war and for two years after 
were highly favourable to business enterprise and rapid develop- 
ment. Here, as elsewhere, the war, with its great demand for 
raw materials and the inflationist financial methods that accom- 
panied it, produced an era of almost unprecedented prosperity. 
Prices rose rapidly and in 1920 were nearly 140 per cent. higher 
than they were in 1913; industrial stocks were buoyant; profits 
and dividends were high; exports steadily increased, and for 
some years greatly exceeded imports (the excess for the year 
1919-20 being the record figure of £50,849,217); bank deposits 
expanded, and credits were always available at a rate of interest 
relatively low compared with the rise in prices. On every side 
there were abundant evidences of prosperity. It was also a 
period of industrial expansion. Secondary production benefited 
most by the artificial conditions, and the number of hands 
employed in factories increased by 22 per cent. between 1916 and 
1920. Prices for minerals and primary products, as will be 
shown later, increased greatly, and the Government made satis- 
factory arrangements for financing production in these fields. 
War loans were over-subscribed, thanks to the banks and the 
very favourable conditions on which loans were offered; and the 
State Governments maintained extensive public works whilst 
extending their activities in social and educational spheres. 
Post-war expenditure on repatriation, war-service homes, land 
settlement, etc., added to the activity of business and made 
possible many lucrative contracts. The disbursement of soldiers’ 
gratuities was another and special local factor, increasing the 
spending power of the people; often, it must be admitted, upon 
goods which in no way increased the real wealth of the country. 

This expenditure of public money is very pertinent to our 
problem. While the total expenditure of the State Governments 
from revenue increased by 79 per cent. from 1914 to 1921 as 
against a rise in prices of 90 per cent. in the same period, State 
expenditure from loan money was prodigal during the war. 
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The State debts increased from 317-6 millions sterling in 1914 
to 458-5 millions in 1921, and the interest burden from 11-5 
millions to 18-7 millions. There were many cogent reasons why 
the States should reduce their loan expenditure, but the State 
Governments did not apparently consider it politically expedient 
to reduce their public works even though the Commonwealth 
Government was frequently on the market for large sums for 
war purposes. This is perhaps inevitable in the existing financial 
arrangements between State and Federal authority in the 
Commonwealth. Nevertheless the actions of the States certainly 
aggravated the boom. 

But it is in Commonwealth finance that the most pronounced 
increases occurred and the heavy spending of loan money 
most evident. Expenditure from revenue increased from 
£16,878,328 in 1913-14 to a maximum of £65,106,949 in 1921-2. 
Of the latter figure £31,337,164 represented expenditure incurred 
through the war, interest on debt, pensions, repatriation. The 
Commonwealth debt at July 1, 1923, was £410,996,316, of which 
£362,692,574 represents war debt, and the remainder loans raised 
for public works.1_ Elsewhere I have shown that the war was 
financed mainly by loans, taxation being used merely to meet 
the annual debt charges, pensions, etc. as they were incurred.” 
As a result a heavy annual “ war ” charge persists long after the 
cessation of war activities. In 1922-3 these war charges amounted 
to 47 per cent. of total expenditure. Taking the whole period 
up to June 20, 1924 (figures for 1923-4 are the Treasurer’s esti- 
mates), the total war expenditure exclusive of War Gratuities 
will be £543,462,487, of which £193,879,513 only is to be met 
from revenue. Even after the Armistice there were heavy 
borrowings for war purposes, such as repatriation and soldier 
settlement. These amounted to £131,727,977 for the years 
1918-19 to 1920-21. In the following two years an addition 
of £9,339,671 was made, and the year 1923-4 will witness a further 
addition of £7,105,750 on this account. Naturally the expenditure 
of these loans stimulated the demand for many commodities 
which were ordinarily purchased out of the incomes of the people. 
In so far as they did this they increased the production of “ con- 
sumption ”’ goods and diverted energy into relatively unproductive 
channels. Part of this expenditure was upon repatriation, war 
service homes, soldier settlement, etc., and will be to a large 


1 Budget Papers, 1923-4, p. 123. 
2 Economic JoURNAL, December 1921, pp. 492-4. 
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extent reproductive.1 But coming in the boom period its 
immediate effect was to promote further prosperity and stimulate 
constructional work. 

At this point a note on the total public debts of the Common- 
wealth may be of interest. As pointed out above, the States 
continued borrowing for public works despite the enormous 
demands of the war and repatriation. The State Public Debts 
increased from £392,540,000 at June 30, 1918, to £506,880,626 at 
June 30, 1922. This gives a total debt, Commonwealth and 
State, of roughly £920,000,000 at June 30, 1922, and the rate of 
borrowing does not show any signs of diminishing. According 
to the official estimates of the Commonwealth Treasury the 
amount to be borrowed by the several authorities in the present 
year (1923-4) is £45,000,000, and “it appears that the total 
requirements for the next three years will be approximately the 
same as for the year 1923-4.” 2 How far this rate of borrowing 
may be sustained is doubtful, but the following comparison of 
the debts of the State and production is of interest. 


TABLE I 
State Debts and Production (£1000) 








Index Nos. 
Debts. Index Nos. Interest. Index Nos. for 
Production. 
1901 203,518 1000 7,455 1000 1000 
1911 267,127 1322 9,534 1279 1646 
1921 458,409 2253 19,984 2680 3436 
1922 506,881 2491 23,097 3098 3025 




















It will be seen that State borrowing was not in excess of 
production in this period, but if the interest burden for the 
Commonwealth be added it shows an enormous increase over 
production. This would make total interest for 1922 over 
£45,000,000 and nearly double the index-number. Of course 


1 It is difficult to ascertain the exact amount spent on what may be called 
reproductive work, but the Commonwealth Year Book gives statistics for ex- 
penditure (presumably from loans) up to June 30, 1922, on soldier settlement, 
repatriation and war service homes amounting to nearly £50,000,000 (Year Book, 
No. 15, p. 934). 

2 Report of the Conference of Commonwealth and State Ministers, May-June, 
1923, p. 43. The figures of gross debt above exaggerate the position, inasmuch 
as £55,182,656 is included in both State and Commonwealth debts, being sums 
owing by the States to the Commonwealth, while the Commonwealth Sinking 
Fund amounts to £2,268,558 (1923), and that of the States to £14,462,608 (1922). 
Unfortunately the debt for the States at June 30 last is not available at the 
time of writing. 
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the effects of war finance are observable in this figure, but it 
should suggest the exercise of caution in regard to future 
borrowing. 


II. CausEs oF THE Boom 


Government expenditure, however, was not the real cause of 
the boom. Its influence was felt only after the boom developed, 
but in its later stage it was a contributory factor of serious 
importance. I may set out the following as the main causes of 
the great prosperity in business in 1919: 


1, The great increase in the price of exported goods following 
upon the rise of prices in Europe and America. 

. The great demand for war materials at home, coupled 
with the prospect of diminished supply, which increased 
home prices. 

. The prohibition of the export of gold and the use of notes 
as a basis for the currency, which, together with the 
Government’s policy of war finance, inflated the local 
currency. 

4. The relatively low rate of interest, and the expansion of 
bank credits, facilitated thereby, and by (3) above. 

. The natural psychological factors. 

6. The development of secondary industries, and construction 
of works for them, stimulated by (a) the natural 
protection afforded by the war, and (b) the tariff of 
1920. 

7. The expenditure of loan-money by Governments. 


bo 
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Of these factors the first and second were of general application 
and the third, fourth and seventh are well established. With 
regard to the rate of interest, banking policy in Australia, as 
elsewhere, was defective. It was not until July 1920 that any 
action was taken by the Australian banks to use their power to 
check the unhealthy trade activity. Then an advance in deposit 
and lending rates of } per cent. was announced by the joint stock 
banks of Sydney, Melbourne and Adelaide.2 This advance was 
in keeping with the action taken a little earlier in the United 
Kingdom and U.S.A., but it was too long delayed and was anti- 
cipated in Australia ‘‘ by advances in the rates offered for 

1 The process of inflation which caused the rise in Australian prices I have 
described in the Joseph Fisher Lecture (University of Adelaide) for 1921, pp. 
9-10. The expansion of bank deposits up to the end of 1919 has been described 
in the Economic JouRNAL, December 1920, pp. 496-9. 


2 Banking and Insurance Record, July 1920, p. 361. 
D2 
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Government borrowings on the local money market, and by 
increases in the rates allowed by various Savings Banks.” With 
respect to “ business psychology,” little attention has been given 
to this factor in public statements upon the present condition of 
industry in Australia. Indeed the theory of the business cycle 
generally has scarcely been mentioned. But a recent writer 
points out: “the main causes of our present condition are to 
be found, not in the outstanding events of the past seven years, 
but in the more normal operation of the influences which produce 
business cycles.” + It is not enough to say that the abnormal 
events of the war and post-war periods are responsible for the 
bad times we entered upon in the middle of 1921. The general 
effect of these events was to impoverish us, but for many years 
there was a great outward show of increasing wealth. The 
underlying effects were discernible only to those who examined 
the situation closely and impartially. This may be demonstrated 
by reference to recorded production. 








TABLE II 
Production in Australia 
Recorded Index-number Index of 
Year Production of Wholesale Real 
(Thousands) Prices. Production. 
£ 
1913 218,103 1088 1000 
1914 209,495 1149 908 
1915 251,620 1604 785 
1916 270,411 1504 899 
1917 283,629 1662 858 
1918 298,669 1934 775 
1919-20 348,183 2262 771 
1920-21 402,208 2911 917 
1921-22 346,662 1830 986 














This table shows conclusively how artificial was the pros- 
perity of recent years.2, But the high money values and the 
enormous expenditure of loan money created conditions indicative 
of increasing wealth, and the growing money profits from business 
imparted confidence to the commercial community. Here we 
have all the real weaknesses of the boom that heralds a crisis. 
They were intensified in Australia on this occasion, for production 
was actually declining; but thanks to the artificial financial 

1 Lavington: The Trade Cycle, p. 11. 

2 If the production per head of the population be considered the decline is 


even more pronounced. Mr. E. C. Dyason has pointed this out (see the Monthly 
Letter of E. C. Dyason & Co. for February, 1922). 
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conditions there continued an almost universal belief in un- 
interrupted prosperity. Up to June 1920 trade journals were 
very optimistic and recorded very active business conditions 
without warning of troubles ahead. Thus Messrs. Mullen and 
Co. of Sydney, writing in the Banking and Insurance Record for 
February 1920, remark that “the investment market has con- 
tinued to show a surprising amount of strength and vitality,” ! 
while the Sydney Daily Telegraph, in reviewing the situation for 
the years 1919 and 1920, declared, “‘ one may search through the 
official figures and nowhere find an industry that has died away 
or is even languishing. . . . The future is very bright indeed.”’ 

The sixth cause of the boom can in the present state of 
economic investigation be only roughly estimated. The exact 
influence of the war on secondary production and the effect of 
the highly protective tariff of 1920 require close examination. 
It is natural to suppose that the latter would give a temporary 
and artificial stimulus to manufactures, and coming at the height 
of the boom period would exercise an important influence. This 
is not the place to criticise the general tariff policy of Australia, 
but the great increases in duties imposed in 1920, coming after a 
long period of natural protection, did no doubt encourage the 
expansion of establishments and the investment of capital in 
factories. It would be difficult to find an exact statistical 
measure of this, but a close examination of investment and 
balance sheets of leading manufacturing companies would afford 
some guidance. On the other hand, the importance of secondary 
production in Australia is generally over-estimated. In reality 
it supplies on the average less than 30 per cent. of total pro- 
duction and is concerned mainly with the domestic market. 
Its prosperity is in the long run dependent upon the primary 
industries. 

III. Tue Criticat PERiop 


Early in 1920 prices in England and America began to break, 
and a process of deflation followed. The peak of wholesale 
prices in Australia was not reached until August 1920, when the 
index-number stood at 2692 as compared with 2311 in the 
previous January. The graph published by the Commonwealth 
Bureau of Census and Statistics portrays a very persistent rise 
from March 1919, when the index was about 1940, until August 
1920, when the peak was reached. The rise in this period was 
nearly 40 per cent. and indicates a state of feverish trade activity. 


1 Banking and Insurance Record, 1920, p. 80. 
2 Labour and Industrial Branch Report, No. 12. 














38 THE ECONOMIC JOURNAL [MARCH 


But the prices of some commodities commenced to fall before 
August. This was most pronounced in the jute and leather 
group, and in agricultural produce and the groceries group. As 
early as May this tendency had been noted. Thus the Banking 
and Insurance Record remarked: ‘ During the last few weeks 
there have been plain indications that the rise in prices . . . has 
reached its limit, and that a reaction has begun to set in; the 
markets for wool and certain other raw materials as well as 
some of the leading industrial metals now presenting a different 
aspect from that of a few months ago.” 

The drop in wholesale prices from August 1920 was as sudden 
as the increase in the previous period. From 2692 the index- 
number fell to 2245 in December, to 1845 in the following June, 
and to 1684 in December 1921. This represents a fall of 38 per 
cent. in sixteen months. This was a feature of the price level in 
all countries during the crisis. Prices had reached a level alto- 
gether out of keeping with the real production and purchasing 
power of the community, and a serious fall was inevitable. The 
movement in retail prices during the period from March 1919 to 
August 1920 was almost as great (39 per cent.) as that in whole- 
sale prices, though previously the latter had shown a much 
greater increase. But the fall of 25 per cent. was much less than 
the fall in wholesale prices, and when rents are added to retail 
prices to give an index of the cost of living this tendency is greatly 
accentuated. There being no legal restriction on the increase in 
house rents in this country, rents were rising during the whole 
period. Consequently the cost of living fell less than 16 per 
cent., and for some months after August 1920 the fall was very 
slight indeed. This discrepancy between movements in the cost 
of living and wholesale and retail prices constituted one of the 
greatest disturbing factors in the early months of the crisis. 

During this process of deflation difficulties of another kind 
arose. For each of the years 1917-20 there had been an excess 
of exports over imports, and for the year ending June 30, 1920, 
this excess reached the record figure of over 50 millions. But 
for the following year there was a decrease of exports of over 
15 millions and a very heavy increase in imports of 65 millions. 
This brought about an excess of imports of over 30 millions, and 
caused great difficulties in financing imports at a time when the 
banks were deliberately restricting their advances for home trade. 
The following table shows how this factor became of increasing 
importance towards the end of 1920. 


1 May 1920, p. 203. 














1924] THE ECONOMIC SITUATION IN AUSTRALIA, 1918-23 39 











TABLE III 
Australian Imports and Exports 
Imports. Exports. 
1919-20 1920-21 1919-20 | 1920-21 
£ £ £ £ 
July-Sept. ... ... | 19,431,000 | 41,812,000 | 34,490,000 | 28,171,000 
Oct.-Dec. ... —... | 19,034,000 | 46,083,000 | 37,291,000 | 33,650,000 
Jan.-March ... _... | 24,733,000 | 43,659,000 | 40,583,000 | 34,777,000 
April-June ... —... | 35,394,000 | 31,827,000 | 37,149,000 | 34,921,000 














Note.—Imports reached a maximum in February 1921, when they stood at 
18-8 millions in comparison with 7-0 millions for the previous February. 


The Commonwealth statistician estimates that there was a 
net excess of imports (after allowing for loans) of over 27 millions, 
whereas the liabilities by way of interest, etc. amounted to 
22 millions. ‘“‘ Consequently the value of the exports for the 
year was about £50,000,000 short of the amount required to pay 
for the imports and to meet the standing obligations on account 
of interest, etc.” 1 Exchange on London was very difficult and 
demand drafts rose to 37/6 per cent. No doubt business was 
done at a much higher figure, but this is much the highest official 
quotation since 1900. 

If we turn to banking statistics we find further evidence of 
the ills that afflicted the business community at the end of 1920. 
The following table is of interest on this point. 


TABLE IV 
Bank Deposits, 1914-22 














Deposits. Coin, Percentage of 
Quarter Bullion Reserve. 
ended Not Bearin, Total. | and Aust 
June 30. Bearing ha , eee 
Interest. poe 7 ~ LIV. tol. jIV. to III. 
| EF, II. BY. V. VI. 
£ £ £ £ 
1914 70,195 89,014 | 159,209 | 41,447 58 26 
1919 118,989 | 112,281 | 231,270 | 57,894 49 25 
1920 133,913 | 113,734 | 247,647 | 56,940 42 23 
1921 127,789 | 120,442 | 248,231 56,120 44 23 
1922 123,819 126,669 | 250,488 52,217 42 21 
1923 (March 30) | 124,323 | 135,312 | 259,635 51,142 41 20 























We notice here a tendency for “ current ” deposits to expand, 
more particularly in 1920, when there was an increase of 13-2 per 


1 Commonwealth Year Book, No. 14, p. 497. 
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cent. This is evidence of the degree to which banks were offering 
accommodation. At the same time “fixed” deposits were 
almost stagnant, while reserves increased by only 2-7 per cent. 
Consequently the proportion of reserve to current deposits 
decreased to 42 per cent. and the proportion to total deposits 
to 23 per cent. The former figure is lower than any calculation 
I have made up to that date. Before the war it was never 
below 52 per cent., and no doubt this fact greatly influenced 
bankers in the action they took in July 1920, when they raised 
their deposit and loan rates, and later also when they commenced 
to discriminate very carefully in making advances, and brought 
compulsion upon their clients to reduce their overdrafts. 

The years 1922 and 1923 show a further drop in reserves. 
This is due largely to the trade recovery that is proceeding and 
the contemporaneous attempt on the part of the Australian 
Notes Board to reduce the note issue. This has been reduced 
from nearly £58,000,000 in 1921 to £52,000,000 at June 30, 1923, 
but the amount in the hands of the public has decreased by less 
than one million. Bankers have found their reserves falling at 
a time when they were forced to give customers accommodation. 


IV. CavusEs OF THE ECONOMIC CRISIS 


Following this brief analysis of the period of deflation we may 
now give the main causes of the depression : 


(i) The deflation in England and America and the heavy 
fall in domestic prices in Australia. 

(ii) The over-issue of credit beyond the limits allowed by 
reserves. 

(iii) The stringency of the money market, the rise in the 
rate of interest, and the action of the banks in respect 
of credits. 

(iv) The drop in the prices of metals causing great difficulty 
to mining companies. 

(v) The heavy fall in prices of agricultural products and 
meat, and later of dairy products. 

(vi) The bad harvest of 1919-20. 

(vii) Heavy importations due largely to the supplying of 
orders long overdue. 

(viii) The difficulties of regulating industrial costs to the 
changing price level. 

(ix) The decrease in production from 1914 to 1921. 

(x) The psychological reaction from the boom period. 
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Some of these factors have already been discussed in Section 
IV. Others require further mention. The harvest of 1919-20 
was very poor, the wheat yield being only 46 millions of bushels. 
The previous yield was only 75 millions in contrast with 115 mil- 
lions in 1917-18 and 146 in 1920-21. Further, the prices of 
agricultural products fell 40 per cent. from June 1920 to June 
1921, and consequently the rural community found its purchasing 
power very much reduced. It would be interesting to compare 
the purchasing power of the farmer and the manufacturer in 
1919 and 1921. The farmer’s products in 1921 brought him 
about 50 per cent. less purchasing power than they did two years 
before. The position may best be illustrated by reference to the 
relation between internal wholesale prices and export prices as 
under. 

















TABLE V 
Export Prices. Internal 
Wholesale 
Agri- Dairy- All Prices. All 
cultural. | Pastoral. ing. Mineral. | Classes. | Commodities. 

1913 1000 1000 1000 1000 1000 1000 
1920-21 2400 1576 2538 1628 1753 2014 
1921-22 1582 1280 1333 1282 1333 1682 























It will be noticed that even in the boom years of 1920-21 the 
price of exports as a whole showed a rise of only 75-3 per cent. 
over the 1913 level, while general internal wholesale prices rose 
101-4 per cent. Two important groups of exports—agricultural 
and dairying—had risen much higher and producers benefited 
accordingly. But in the following year all groups were below 
the internal level and the export index showed a rise of 33-3 per 
cent. over 1913 compared with 68-2 per cent. for internal prices. 
This may be taken to indicate roughly the relation between costs 
and selling prices for export producers. Internal prices kept 
costs up, while the export market had collapsed. There is a 
recovery in the export market at present, but the index-number 
of export prices is not available. 

The crisis was most noticeable in the mineral industry, where 
selling prices were only 28-2 per cent. above the 1913 level. This, 
of course, was due to the heavy fall in the world prices of base 
metals in 1920. The effect on mineral production may be shown 
as follows : 
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TABLE VI 
Mineral Production 
Total Mineral Mineral Production 
Production. exclusive of coal. 
£1000 £1000 
1917 24,998 19,402 
1918 25,462 19,238 
1919-20 18,982 12,221 
1920-21 21,613 12,104 
1921-22 19,977 8,962 











This serious fall produced a crisis in the mining industry from 
which it is only now recovering. Some mines actually closed 
down, while others produced on a smaller scale, and there was a 
serious fall in exchange quotations of mining shares. Thus 
Broken Hill Proprietary stood at 66/6 on July 19, 1920, but on 
June 16, 1921, they had fallen to 39/6, and on October 17 were 
only 31/4. The quotations of Mount Lyell on the same dates 
were 24/-, 13/11 and 12/6 respectively.1 With two large branches 
of industry, constituting over 70 per cent. of the national income, 
suffering from such a decrease in purchasing power a serious 
economic crisis was inevitable. 

Hard hit by the slump in prices, our primary producers, along 
with the commercial and industrial world generally, had to 
meet a reverse at another point. By the end of 1920 bankers 
were pressing upon their customers the importance of retrench- 
ment. Every endeavour was being made to restrict advances 
and reduce overdrafts. This naturally roused great opposition 
from the commercial community, but the view of the bankers 
was that the check given to advances was necessary for the 
purpose of “limiting the trading demand for accommodation in 
the future’ and “ facilitating the disposal of present stocks of 
goods without undue competition from later arrivals.” Any 
tendency to increase orders had to be discouraged, for Australia, 
in common with the rest of the world, “‘ was reaching the end of 
the false prosperity produced in the first instance by war activity, 
war prices, and war inflation supported by the stretching of credit, 
and continued in the second place by the demands of the recon- 
struction succeeding the war.” 2 

The effect of these measures is to be seen in the movement 
in advances and deposits as shown in Table IV. For the banks 

1 Some Aspects of the crisis in the mining industry are described in the 


Round Table for December 1921, p. 174. 
2 Banking and Insurance Record, February 1921, p. 82. 
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in Australia inclusive of the Commonwealth Bank “ current ”’ 
deposits decreased from 133-9 millions in June 1920 to 127-8 in 
1921, and to 123-8 in 1922, while “ fixed’ deposits increased 
from 113-7 millions in 1920 to 120-4 in 1921 and 126-1 in 1922. 
Meanwhile the ratio of reserves to current deposits increased 
from 42 per cent. in 1920 to 44 per cent. in 1921 and 45 per cent. 
in 1922. These statistics: show that there was a considerable 
decline in banking activity, and clearing-house returns confirm 
this. In 1920 the clearing-houses of Sydney and Melbourne 
registered exchanges to the value of 1602 millions sterling, but 
in 1921 there was a decline to 1440 millions. From the records 
given in the Banking and Insurance Record the following striking 
contrast is available : 


Bank Clearings in Melbourne 


1920 1921 1922 
£ £ £ 
Four weeks June-July 64,177,000 52,818,000 56,974,000 
do. Sept.—Oct. 62,390,000 48,422,000 46,134,000 


This decline in clearings portrays not only the influence of 
banking policy, but also the decrease in business activity as a 
result of the depression. 

Of the other causes noted above, the influence of psychological 
factors is obvious. Trade definitely slumped in the middle of 
1921, and Stock Exchange journals record a period of relative 
inactivity. This may be observed from the quotations of 
securities. I have collected information upon Broken Hill 
Proprietary and Mount Lyell shares which show the following 
fluctuations : 











TaBLe VII 
Share Quotations 
Broken Hill Proprietary Mount Lyell 
(Shillings). (Shillings). 
1920. Jan. 16. MeN 56-25 26-00 
July 19. ae ane 66-50 24-00 
1921. Jan. 17. oes ie 44-25 15-75 
April 15. Ses ve 38-67 12-10 
July 15. a aed 43-37 15-20 
Oct. 17. ee one 31-37 12-50 
1922. Jan. 16. atau) | 26-12 14-75 
July 15. aida | 26-75 17-25 
1923. Jan. 16. hve ree, 32-69 22-25 
July 16. ik ae | 27-04 24-00 








Whilst many factors connected with production and prices 
in the industry affect the share quotations, they may be regarded 
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as a rough index of the degree to which enterprise deadened 
during the crisis. A decline commenced in August 1920 and 
was very persistent until October 1921. This was followed by a 
recovery, and Stock Exchange reported active investment by 
the beginning of 1922, which continued throughout the year and 
during the early months of 1923. Recent reviews show that 
investment has been checked and the volume of business is below 
the average. 

Table IT. gives an index of production for the Commonwealth, 
and it will be noted that the year 1919-20 was the lowest. Buta 
general decline from 1913 is to be observed. Trade activity as 
measured for estimating the equation of exchange does not 
portray this decline in the same degree, and has been rising since 
1918.1 While production had decreased considerably and trade 
had fallen to a less extent, money in circulation and credit were 
increasing. In these circumstances and pending a recovery in 
trade a crisis was inevitable. It is usual in the pre-crisis period 
for production to fall away a little. Business management is 
less efficient, there is a tendency to extravagance, luxury trades 
flourish and a greater proportion of construction work miscarries. 
But in this instance there was this heavy and persistent decline 
in production which made the crisis of greater severity. In this 
sense inadequate production was a cause of our troubles in 1921, 
and increased output would have offered some escape. But a 
period of decreasing production is possible without any crisis, 
provided expenditure and other factors are adjusted to the new 
circumstances. It was one of the features of this boom period 
that expenditure increased while production decreased : nothing 
but “ bad times ” could be the outcome of such folly. 


V. DIFFICULTIES IN THE CRITICAL PERIOD 


When the crisis developed the usual difficulties arose: pro- 
ducers found their markets falling away, while costs of production 
remained stable; credit was difficult to obtain owing to the 
restrictive policy of the banks; labour was not prepared to 
countenance any fall in wages or change in working hours; the 
demands of the unemployed were insistent, and the burdens of 
taxation were by no means lighter because of the crisis. In 
Australia some of these difficulties were rather pronounced. 
Industrial costs, particularly wages, remained stable or even rose 
for many months after the drop in wholesale prices; labour was 


1 Article by the present writer on ‘‘ Equation of Exchange ” in Banking and 
Insurance Record, December 1922. 
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suspicious of any attempt to readjust costs to the new con- 
ditions, and Governments found it impossible to reduce their 
expenditure. The whole situation was further complicated by 
the difference between the purchasing power of the products of 
different industries, and especially by the fall in the prices of 
minerals and rural products. It was a common error to mistake 
these factors for the real causes of the crisis. They were results 
only, and arose through the inevitable delay in readjusting the 
varied elements of costs and expenditure to a new situation 
forced upon the economic system by the dramatic fall in wholesale 
prices. But they have led men to conclusions regarding the 
regulation of wages and industrial conditions, the functions of 
trade unionism and labour organisations, and the problems of 
public finance which might materially affect the future of industry 
and government. Of these problems, as in many others men- 
tioned in this paper, it is possible to give only a meagre outline 
and to leave a more thorough treatment to those who are able to 
collect all the data. 

For many years the cost of living had been accepted as the 
basis upon which wages were regulated. The process might well 
have been automatic, but the records of Arbitration Courts are 
replete with arguments and counter-arguments regarding the 
validity of index-numbers and the justice of adjusting wages 
to the cost of living. An enterprising student will some day 
review these arguments, and he will be struck with the compara- 
tive neglect of the basic factor which determines the rate of wages. 
On these grounds arbitration has been a costly experiment for 
Australia, but failure to apply a principle soundly should not, as 
many suppose, warrant the condemnation of that principle. 
The productivity of industry is the final source of wages, and 
arbitration cannot be successful if it ignores this factor. During 
the period of inflation the cost of living rose less than either 
wholesale or retail prices, and wages lagged behind. 

In the critical years 1920-22 the movements in these factors 
were bewildering, as may be seen from the following comparison 
(Table VIII). 

The position thus revealed has created a very difficult situation 
in Australia, and is to a large extent responsible for the reaction 
that has set in against arbitration. The erroneous impression 
that high wages caused the crisis is also due to it, and in general 
it is the most disturbing factor in the economic situation at the 
present moment. Of course the employers object to this most 
emphatically, but in some quarters the leaders of the workers 
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TABLE VIII 


Movements in Wages, Cost of Living, etc. 


(Plus sign indicates rise and minus fall.) 











August 1920 January 1922 

ants-) to Dec. 1921. to June 1923 
Wholesale prices | +128% —38% +16% 
Retail prices | -+- 92% —25% +12% 
Rent ae + 19% + 6% + 7% 
Cost of Living erat aa + 62% —18% +11% 
Wages of adult males__.... | + 51% +11% — 2% 








Note.—This table indicates the degree to which the Australian price level has 
responded to movements abroad. We are experiencing a steady recovery 
and prices are steadily on the up grade. It is interesting to observe how 
wages lag behind prices. Wages are now rising again, the number for June 
last being 1790 and that for March 1783. 


objected equally strongly to the slow adjustment of wages by the 
Court during the time of rising prices. The practice of regulating 
wages according to the changes in the cost of living is in the 
main responsible for it. This has come to be regarded as the 
soundest basis upon which wages should be fixed, and in 1919, 
when the Prime Minister set up the Basic Wage Commission, he 
did not provide against the possible contingency that the wage 
decided upon might not be within the limits of the country’s 
productivity. But as soon as the report was announced there 
was an outcry against the rates proposed, and the report was not 
adopted. By raising the question of production it was easy to 
create an impression against the high rates proposed. 

But a close examination of the problem was not made, and 
the adjustment of wages according to changes in the cost of living 
continued without serious opposition until the development of 
the crisis. Then a cry of general impoverishment was raised, and 
employers sought to obtain lower rates because wholesale prices 
had fallen. The Courts on the whole kept to the cost of living 
as a basis for fixing wages, though in some cases, for instance in 
the copper-mining industry, lower rates were fixed at once. It 
is mainly because of this that the adjustment of wages to changing 
prices has been so protracted. But it should not be overlooked 
that wages rose slowly during the period of inflation, and that 
real wages were lower during the whole period 1914-19 than they 
were in 1913. An examination of the table on p. 86 of the 
Labour and Industrial Branch Report (No. 13) and the graph on 


1 The Commission proposed a rate of £5 16s. per week at a time when the 
weekly wage for adult males was £4 9s. 10d. 
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p. 8 is interesting on this point and should prove disquieting alike 
to opponents and advocates of arbitration. The general result 
is that in years of rapidly rising prices wages lagged behind when 
the productivity of industry might have justified higher rates, 
but in the period of depression wages are relatively higher than 
before, and the readjustment is slow. This shows the rigidity 
of the arbitration system and the difficulties that arise through 
the regulation of industrial costs on so artificial a standard.! 

These difficulties are increased by the attitude of labour. 
The standard of living plays a very important part in determining 
the rate of wages even under competition; in a system of regula- 
tion it is of greater importance, and its influence is most pro- 
nounced in a period of deflation. For it is the worker’s conception 
of the standard that counts in this respect, and unfortunately his 
conception is largely a matter of money wages. Any reduction 
of wages appears to him as a blow at a standard of living that 
has been won only through close organisation and constant 
aggression. Hence any fall in wages is to be resisted at all costs. 
This was the attitude of the powerful unions during the crisis, 
and at the industrial conference convened by the Prime Minister 
in February 1922 the representatives of the employees stoutly 
resisted any attempt at a reduction. They argued that labour 
had not shared in the prosperous times, that real or effeciive 
wages had decreased during the war, and that labour was not a 
real partner in industry, and therefore could not be held respon- 
sible for the depression and should not be asked to make a 
sacrifice. Further, no reduction in wages should be asked for 
without a complete statement of the finances of industry. In 
this mood, especially as the employers resisted these claims,” 
difficulties were to be expected. 

Another source of difficulty is to be found in the impossibility 
of any immediate reduction in Government expenditure and 
taxation. This is inevitable, for the costs of Government lag 
behind the price level. During the period of inflation Govern- 
ment expenditure was relatively less, but in the earlier months 


1 Professor Condliffe finds the same difficulty in New Zealand. See his 
review of the position of the Arbitration Court in New Zealand in the Economic 
JOURNAL, December 1921: “In the past it has if anything kept wages back; 
it would probably act as conservatively in a time of falling prices ”’ (p. 554). 

2 “Tf it is expected that the cost of our business and other matters that 
are kept in confidence by the directors and the staff are, as it were, to be thrown 
to the lions to make a Roman holiday, you gentlemen are making a mistake, 
as we are going to do nothing of the sort.’”—Mr. H. V. McKay for the employers, 
Report of the Industrial Conference, 1922, p. 48. 
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of the process of deflation it increased both absolutely and 
relatively to the value of money. This may be seen as follows : 


Taxation per Head 








Commonwealth State Total. 
Government. Government. 
GS a e-  siels ee £ ae! 
1920 1 47 68 2 14 0 10 ll 9 
1921 9 13 4 3 7 3 13 : 2 
1922 9 O 4 3 4 9 12 a 2 
1923 $ i7 1 3 6 5 12 3 6 














(Figures for 1923 subject to correction.) 


Here we see a substantial increase in 1921 when the crisis 
was most severe. It is not till 1922 that a decline is noticed, 
and 1923 shows but a slight decrease. Elsewhere I have examined 
the problem with reference to Tasmania, and have shown that 
the ‘‘ burden of taxation ” was not seriously felt until the crisis 
developed.1_ This has led to some erroneous conclusions regarding 
the activities of Governments and the real cause of our present 
misfortunes. The principles of public finance in Australia have 
long been awaiting scientific review, but with the meagre informa- 
tion available it is quite certain that unsound finance was not 
the chief cause of the recent crisis, as many politicians would 
have us believe. The crisis, here as in many other matters, only 
served to reveal the real weaknesses of our financial and economic 
methods during the period of prosperity. Unless this lesson is 
learned this crisis will pass without any preparation for the next. 


VI. OPINION AND THE CRISIS: PROBLEMS FOR THE FUTURE 


This analysis of the trade depression in Australia would 
doubtless be received with some impatience by the business and 
labour leaders of the Commonwealth as well as by the Govern- 
ments. Despite our bold social experiments, concerning which 
there is probably an exaggerated view abroad, we pay little 
respect to economists. This is not surprising, for economics is 
only now receiving due recognition by our higher educational 
institutions. Indeed in one of our leading Universities the study 
is scarcely recognised. Until the Universities have developed a 
greater respect for the conclusions of pure economics, and our 
economists have provided data for the study of our leading 
problems, we cannot expect political and industrial leaders to be 


1 “*The Public Finances of Tasmania,’ published by the Mercury, Hobart. 
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greatly influenced by the principles of economics. It is not 
that theories are wanting : our devotion to what may be called 
“social economics ” and our attempts to raise the standard of 
living provide evidence to the contrary. But we have frequently 
started at the wrong end, and entered upon a course of action 
only to find some fundamental economic obstacle across our 
path. This attitude with respect to recent economic depression 
was very pronounced in the discussions at the Industrial Con- 
ference called by the Prime Minister in February 1922. The 
conference was abortive, but it affords a convenient means of 
gauging the attitude of employer and employed to the problems 
of the crisis. 

Mr. Hughes recognised at the outset that the purpose of 
the conference was to consider “those incidental phenomena 
that arise out of the eternal economic question which affects all 
countries.” 1 But the subsequent deliberations showed little real 
knowledge of ‘‘ the eternal economic question,” and a great many 
popular explanations of the trouble were put forward. Thus the 
employers declared that costs of production must be reduced if 
industry was to proceed—in particular a reduction of wages was 
necessary. It was further stated by their representatives that 
the community had been living beyond its income for many years 
and that production had decreased. This was due to shorter 
hours of labour and general inefficiency. The existing unemploy- 
ment and depression were the result of high and rising costs 
accompanying a falling market. In these circumstances profits 
were impossible and losses inevitable. This would lead to closing 
down of plants and might indeed seriously retard industrial 
development in Australia. Other factors mentioned were the 
large public debts of Australia, the condition of public finance 
generally, the growth of extravagant expenditure, the burden 
of taxation, and generally the wreckage of the war. Now these 
are doubtless all elements in the problem, but one important fact 
stands out in this analysis. It is the employer’s point of view 
based upon the factors in the situation which are within his own 
experience and most immediately affect him. To stress these 
facts is doubtless useful, but to suppose that the experience of 
the employer is sufficient equipment for analysing so complex a 
problem is surely unwarranted. That industry cannot continue 
for long with rising costs and falling prices is obvious, but it is 
only a symptom of the crisis and a problem for the public 
accountant. The employers’ section, while purporting to offer 


1 Report of Conference, p. 2. 
No. 133.—Vo.. xxxIv. 1D 
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causes, offered only effects. These effects were causes in their 
turn, but there was a failure to get at the foundations. Why did 
not these conditions obtain in 1917 or immediately after the war ? 

On their part the representatives of the employed declared 
that balance sheets still showed that companies were making 
high profits, output was being deliberately restricted, high interest 
rates were crippling industry, an attempt was being made to 
reduce wages and lengthen the hours of labour and thus to lower 
the standard of living. They pointed to the very favourable 
times that employers had during rising prices, that no preparation 
had been made for the bad times and that it was unfair that the 
workers should suffer. Further, and here they rather vitiated 
their case by begging the particular question, they claimed that 
the evil was inherent in “capitalist economy” based upon 
private gain, and that as long as this lasted there would be 
frequent depressions. In good times there was over-production, 
but the purchasing power of the workers did not increase, so that 
goods could not be sold owing to the failure of an equivalent 
demand. Here again the analysis is mainly individualist. The 
prime factor is the careful watch over the standard of living and 
the attempt to place the whole of the blame upon management 
or the general economic system. 

The situation was well summed up by a delegate of the 
employees who declared : ‘‘ Each side seems to have its armour 
on.” 1 This was even more in evidence in the remedies put 
forward. With the exception of measures for unemployment, 
which were quite inadequate, the proposals had very little reference 
to the situation at the moment.? But this is characteristic of 
the discussion upon the problems connected with the economic 
depression through which Australia has been passing during the 
last eighteen months. No problem requires closer economic 
investigation, and yet a sound economic analysis has not been 
presented, still less taken to heart, either by the political or 
industrial leaders, or by the masses of the people. 

It will be for the economists to make such an analysis to 
provide data for the reliable estimate of business conditions. 
Efforts being made elsewhere will stimulate some attempt in 
Australia, but the immediate requirement is a thorough quanti- 
tative analysis of the main features of our business and financial 
organisation. Among other factors that require immediate 
attention in this respect are : 


1 Report, p. 59. 
2 Report, pp. 66-7. 
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(i) The compilation of an index of production showing 
relations particularly of consumption and instrumental 
goods ; 

(ii) An analysis of the relations of wholesale and retail prices 
and the cost of living ; 

(iii) An exposition of the banking system of the Common- 
wealth and -the principles upon which credit is 
controlled ; 

(iv) An exposition of the financing of imports and exports 
and the principles upon which foreign exchange rates 
are based; 

(v) A description of the investment market and the move- 
ments in stock and share quotations; and 

(vi) An analysis of the relative importance of domestic and 
foreign trade and the influence of the outside market. 


Until these problems have been thoroughly canvassed by the 
economist it is futile to speak of controlling business cycles in 
Australia or greatly influencing the legislation generally. The 
immediate requirement is the formulation of a definite scheme 
of economic research. 

D. B. CopLanp 
University of Tasmania, 
September 1923. 
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LIMITATION OF CURRENCY OR LIMITATION OF 
CREDIT ? 


SEVEN or eight years ago, though military events then seemed 
incomparably more important than economic policy, I began to 
be apprehensive about the future of the pound sterling. Professor 
Shield Nicholson was, I think, the only economist who had at 
that time expressed any alarm; the provisions of D.O.R.A. were 
not favourable to criticism of the currency—her threat of fine 
and imprisonment might be treated lightly, but her suggestion 
that such conduct would assist the enemy was decidedly deter- 
rent. From the dark days of the spring of 1918 I have devoted 
the best of my energies to inculcating the doctrine that due 
limitation of the amount of a currency is necessary for the main- 
tenance of its purchasing power. If I could have foreseen only a 
tenth of the ruin that neglect of that doctrine was about to bring 
upon the civilised world in the next six years, I would have 
given up other avocations in order to give more time to the 
endeavour to convince unbelieving mankind of its truth. 

It is consequently somewhat disconcerting to be told by the 
best-known English monetary theorist! that the doctrine of 
limitation of currency is obsolete, and has been replaced by the 
doctrine that due limitation of credit is what is necessary, and if 
that is present, currency will somehow manage to be of the right 
magnitude. For this is what Mr. Keynes says on p. 184: 

‘Thus the tendency of to-day—trightly, I think—is to watch 
and to control the creation of credit and to let the creation of 
currency follow suit, rather than, as formerly, to watch and to 
control the creation of currency and to let the creation of credit 
follow suit.” 

The passage follows a paragraph in which the Cunliffe limit 
on Currency Notes is treated with somewhat supercilious con- 
tempt, as springing ‘‘ from a doctrine now out of date and out of 
accordance with most responsible opinion.” 

The champion is doughty, but comparison of the state of 
currencies before the war, when they were limited by the necessity 


1 A Tract on Monetary Reform, by John Maynard Keynes (Macmillan & Co., 
London, 1923. Pp. vi + 209). 
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of being kept equal to gold, with their state afterwards when 
that limit has been removed, encourages me to take up the 
gauntlet which he has thrown down. I hold that while the 
control of prices by controlling currency and letting credit follow 
suit is perfectly real and effectual, the control of prices by con- 
trolling credit and letting currency follow suit is altogether 
chimerical. : 

Some time before the war, in the old and lamented evening 
Westminster Gazette, Professor Pigou threw what seemed, at any 
rate to me in my ignorance, new light on the determination of 
the value or purchasing power of money, by pointing out that it 
is not the mere existence of an increased quantity of currency 
which diminishes the value or purchasing power of a unit of that 
currency, but the spending, or, more exactly, the expectation of 
the spending, of the additional money. 

The importance of the proposition in the widest realm of 
theory is that it brings currency into line with all other com- 
modities: the “quantity theory,’ instead of being something 
special to currency, is seen to be merely what is generally true, 
that if more of a thing is to be sold, ceteris paribus, its value will 
fall. Knowledge of the fact that the harvest is plentiful, that 
many houses are being built, and that much coal is being raised 
to the surface tends to cheapen wheat, houses, and coal: know- 
ledge that the Government or the State bank is going to offer 
large quantities of additional legal-tender inconvertible notes in 
exchange for goods and services tends to cheapen that currency, 
and knowledge that gold is being brought to the surface in large 
quantities tends to cheapen a currency composed of gold and 
paper convertible into gold, provided, of course, that the Mint is 
open to the new gold. 

In practical life recognition of the truth of the proposition is 
of enormous importance, because it explains the fact that private 
persons and the banks in which private persons pool their imme- 
diate resources can and do raise or lower the value of a currency 
of a given magnitude by trying to increase or diminish their 
holdings, and can and do by actual alteration in their holdings 
nullify or partially counterbalance or aggravate the effect which 
increase or decrease of the total of currency would otherwise have. 
If, the total being fixed, each holder or most holders try to reduce 
their holdings by buying things, prices will rise, and if they try 
to increase their holdings, prices will fall. The attempt will not 
last very long. But when the total currency is being altered, 
their action becomes more important, because it constantly tends 
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to make people disbelieve in the working of the quantity theory, 
and induces them to deny that the issue of more and more cur- 
rency is having its effect. They see no exact correspondence 
between the issue and the depreciation, and find that the depre- 
ciation generally precedes the issue in point of time. Then, 
forgetting that the correspondence between the greater plentiful- 
ness of a commodity and its depreciation never is exact, and 
that the value of a commodity which has become more plentiful 
necessarily falls before rather than after it is all sold, they declare 
roundly that “‘ the issue of notes has nothing to do with their 
depreciation.”” The majority of experts did so in every European 
country, belligerent and neutral alike, during the war, and in 
many countries they do so still. Even in Germany the late 
President of the Reichsbank is said to have believed it to the 
day of his death, when the paper mark had sunk to near a billionth 
of the value of a gold mark. 

He could not have thought so, if he had borne in mind that 
the issue of trillions of paper marks had meant the expenditure 
of trillions of marks in the purchase of commodities and services ; 
and we shall all be spared many similar delusions if we continually 
ask ourselves, “‘ How does this affect the spending of money ? ” 

With this preface let us look more narrowly at this matter of 
control. Let any reader ask himself what he would do if the 
State were foolish enough to give him power to print and spend 
or lend as many Currency Notes, “ legal tender for any amount,” 
as he pleased. He would begin with small amounts, distrustful 
at first of his new and amazing power. Finding the thing work, 
he would issue more, and trade would boom. Then he would 
find every possible reason, good and bad, for saying that it was 
not his action that was raising prices. “There is,” he would 
say, “a revival of trade (shown to be due by the relation between 
wholesale and retail prices), and it is caused by the good industrial 
policy which the newspapers which I subsidise have advocated. 
This is causing a legitimate demand for currency, and my issue 
is only just satisfying it. I am not forcing my currency on 
anyone. People accept it gladly when I buy from them, and the 
demand by borrowers is so enormous that my fifteen printing 
works can scarcely turn out enough notes. Surely you would 
not have me penalise industry and damp down the revival by 
charging six per cent.? What have you to complain of?” In 
this case I think everyone will agree that control could best be 
exercised by taking away our reader’s power to create currency 
rather than by watching and controlling his creation of credit. 
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So far as I know, no such power has ever been given to a 
private individual. It was, however, in one famous historical 
case given to a body of private persons, the Governor and Com- 
pany of the Bank of England, during the Napoleonic struggle, 
and I daresay that it has been given to similar corporations in 
various countries since 1914, but information on such subjects is 
curiously deficient. The Bank of England acted just as we have 
supposed the individual would act, except that it moved more 
slowly, and, being a corporation which never dies, it had more 
regard for the future, and was therefore kept in check to a great 
extent by the probability that it would be asked in a few years 
to redeem its notes in gold. There is no reason to suppose that 
any corporation of shareholders working for profit would act 
differently. It is sometimes thought that a bank is in a funda- 
mentally different position from an individual, inasmuch as it is 
the business of the bank to lend, and it is supposed to be less 
tempting to print notes to lend than to print them to spend. 
This is clearly wrong if the interest of the fleeting shareholders 
is thought of. The shareholder can expend his dividends on 
buying land, houses, and other property, so that if he gets great 
amounts now he need not fear a lean future. But there is some 
force in the notion, all the same. The bank as a corporation, if 
it confines itself entirely or principally to monetary obligations, 
will have an interest in not depreciating these obligations, and 
so, if its managers, working for the institution rather than the 
shareholders, are enlightened and able to disregard the share- 
holders, they will not create enough currency to depreciate it. 
They will refuse to lend at a rate low enough to take out more 
and more notes, and perhaps somebody may like to call this 
*“‘ control of the creation of credit,’ though it is more natural to 
call it control of the creation of currency. 

But the probability is that in very few countries these managers 
would be enlightened and firm enough. Elsewhere they would 
yield to pressure, and notes would gradually leak out. The 
obvious way for the community to stop the rot would be to take 
away the bank’s power of creating inexpensive legal tender. 
But this again would be controlling the creation of currency 
rather than the creation of credit. 

Very naturally, the grossest cases of depreciation of currency 
have occurred where Governments have reserved to themselves 
such gains as were to be got by it, either by manufacturing the 
inexpensive legal tender themselves, or by giving the power to a 
State bank which is bound by some arrangement to hand over 
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the profits of the issue. The second is the commonest method 
and also at present the most prominent, as it was adopted by 
Germany. Under it, being able to borrow from the State bank 
without paying any interest (since, if it does nominally pay, it 
recovers the amount immediately), the Government does so 
borrow. The bank must issue more notes to satisfy this demand 
for money, the notes depreciate, so that the Government has to 
borrow more, and still more, and more and more as the depre- 
ciation increases at a more and more rapid rate. The well- 
disposed foreigner, looking on from afar, adjures the Government 
to ‘‘ balance its budget,’’ meaning not what is conveyed by the 
words in their strict sense, but merely “‘ make ends meet without 
resorting to this fictitious borrowing, which is only in reality the 
printing of notes.” The Government says plaintively that it 
cannot, because the depreciation is so rapid that taxes cannot 
be made to keep up with it, though expenses rise faster, and 
nobody will help with a loan. Sooner or later, however, the 
situation becomes understood, even if only dimly, by the people 
of the country itself, and then the Government is obliged to 
accomplish the absolutely impossible and “stop the printing 
press.”’ Once more the creation of currency is controlled, and 
the “‘ creation of credit follows suit.’’ I scarcely think anyone 
will allege that what was wanted in Germany was control of 
credit: obviously the real need was for control of currency. 
Could the German Government have been stopped from borrowing 
by interest of 1000 per cent. per day, so long as that interest was 
immediately recoverable from the bank ? 

No reader of Mr. Keynes’ book will have any difficulty in 
seeing the beam in Germany’s eye: we all recommended her to 
pluck it out. But it is much more difficult, apparently, for us 
to see the comparative mote in our own eye, and I doubt if one 
reader in a thousand of those who will receive Mr. Keynes’ 
gospel gladly will realise that what is sauce for the goose is sauce 
for the gander, so that “balance your budget”’ is as good a 
maxim in London as it is in Berlin. 

Yet no fact of elementary arithmetic is more certain than 
that when more Currency notes are issued than are cancelled, the 
British Government’s capacity to dispense with taxes and borrow- 
ing at interest in the ordinary way is increased, and when more 
are cancelled than are issued, its capacity to dispense with taxes 
and borrowing is diminished. The fact is concealed from the 
public by the existence of the peculiar bank of issue set up under 
the Currency and Bank Notes Act, 1914, called the ‘“‘ Currency 
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Note Account.” At the beginning of the war, confronted with 
want of an emergency currency, the State might have permitted 
the existing Issue Department of the Bank of England to issue 
small notes and increase its fiduciary issue beyond the limit 
allowed by the Bank Charter Act. Instead of that, and without 
in the least foreseeing the enormous consequences, it empowered 
the Treasury to issue £1 and 10s. notes and to issue them ad 
libitum. Whatever the Act may have intended, the Currency 
Note Account became a “‘ Government Department ”’ under the 
Treasury, though located at the Bank of England, and issues 
notes to the Bank of England alone in exchange for coin, Bank 
of England notes, and simple credit in the books of the Bank. 
The coin and bank notes it keeps in reserve “ against ’’ the issue, 
and the credit it draws out and “invests in Government 
securities,’ which in practice means Treasury Bills and ‘‘ Govern- 
ment Department Ways and Means Advances.” ! That is, the 
issue has made the Government able to dispense with taxes and 
loans and all other receipts to the extent of the whole issue 
minus the part covered by coin and bank notes. To that extent 
the United Kingdom has not “ balanced its budget ’’ in the sense 
in which that phrase is used in regard to Germany and other 
countries. 

The fact is little recognised because successive Chancellors 
of the Exchequer have resolutely refused to let the amount 
appear in the national accounts, as it would do if the Treasury 
Bills held by the Currency Note Account were shown separately 
from those held by banks and others, and if the Ways and Means 
Advances obtained from the Account were separated from those 
obtained from the Savings Bank and other “‘ Government Depart- 
ments.” It is further obscured by the fact that the Bank of 
England refuses to hold any reserve of Currency Notes. It 
receives them from its customers, and pays them out to anyone 
who has a right to ask it for ‘‘ pounds sterling” and does not 

1 Mr. Keynes seems to have forgotten this when he writes on p. 181: “A 
change in the amount of what the Treasury borrows from the Currency Note 
Reserve is reflected by a corresponding change in the opposite sense in what it 
borrows in Ways and Means Advances or in Treasury Bills.” Apparently this 
should read: “‘ A change in the amount of what the Treasury borrows from the 
Currency Note Account is reflected by a corresponding change in the opposite 
sense in what it borrows in Ways and Means Advances and Treasury Bills not 
advanced by or taken up by the Currency Note Account itself.’’ But even then 
it would be quite incorrect: it implies that all the money raised by issuing 
notes is necessarily utilised to pay off other floating debt, which is palpably not 
the case; there is nothing to show that the fact that £230,000,000 have been 


raised by the Currency Note issue has caused the other floating debt to be that 
much less than it would otherwise have been. 
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want Bank of England notes, but it alone of all the banks in the 
country keeps no store or reserve of the principal currency used 
by the inhabitants. When a Currency Note is paid in over the 
counter, it is promptly carried to the Currency Note Account 
Department, and paid in there. Then the balance held by that 
fictitious person (in reality the Government itself) is debited by 
the amount of the note. Conversely, when a customer or other 
person who has a right to demand pounds from the Bank asks 
for Currency Notes, they are fetched from the department, and 
the Account’s balance is credited with the amount. So each 
Wednesday when the Bank Return is published, never a Currency 
Note is to be seen in it, though half-a-dozen millions may have 
passed in and out of the Bank in the week. The result of this 
practice is that seasonal and other fluctuations in the amount of 
currency which the other banks and the public find it convenient 
to keep in their tills and pockets are no longer, as they were 
in pre-war times, made very obvious by reciprocal fluctuations 
in the Bank’s reserve. They appear instead in corresponding 
fluctuations in the amount of Currency Notes outstanding. At 
the beginning of the summer holidays, for instance, large numbers 
of people are known by their banks to be about to want to hold 
unusually large pocketfuls of cash because they will have to pay 
for railway tickets and other things for which cheques are not 
taken. To meet their demands, their banks draw on their own 
balances at the Bank of England, taking out sufficient cash for 
the purpose. Before the war this action pulled on the Bank of 
England’s gold: now it pulls on the Currency Note issue, and 
increases the amount of that issue outstanding. Hence superficial 
observers are very naturally led to believe that notes are issued 
and cancelled as required by “ the legitimate demands of the 
public,” and to overlook altogether the much more important 
continuous pull outward or inward exerted all the time by 
Treasury policy. 

Down to 1920 this pull was outward, but in December 1919 
the Treasury, by the adoption of the Cunliffe limit, undertook 
not to increase the fiduciary issue beyond its amount at that 
time, and the outward pull disappeared in the fiscal year 1920-1. 
In the next two fiscal years there was a strong pull inwards, but 
this seems to have ceased with the beginning of 1923-4. 

There is no mystery whatever about the nature and working 
of the Treasury pull. The complications of the Currency Note 
Account only cover its nakedness with a very transparent veil. 
If the agent of some spending department of the Government 
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arrived at the Bank of England to-morrow with a properly 
drawn cheque for forty-five millions and asked to have it in 
pound notes, the Cunliffe limit would present an obstacle. But 
if that limit were out of the way, the Bank would find no financial 
difficulty in handing out the notes as soon as they could be 
printed. Let us then suppose that the Government agent gives 
the notes away as Easter eggs to every man, woman and child in 
the country, or that he buys all sorts of things for the Govern- 
ment, or pays for services rendered to the Government. Prices 
will obviously be raised by the expenditure of this additional 
money, or rather by the expectation of it, as soon as the fact 
that it is going to take place becomes known: prices being 
higher, the stocks of money which people require to keep for 
convenience will be higher, and so the notes once issued will 
remain out—they will not be paid back by the recipients into 
their banks and by those banks into the Bank of England. 

Of course in real life the Government does not send its agents 
with cheques to draw notes over the counter from the Bank. 
But the effects are just the same if it pays the cheques away to 
all sorts of persons up and down the country, who thereupon 
pay these cheques into their own accounts with their own banks 
and subsequently draw out and spend the money. The fact 
that it is known that the Government is going to spend forty- 
five million pounds more without making anyone else spend 
forty-five million (or any) pounds less inevitably raises prices 
and pulls out and keeps out the extra currency. 

Conversely of the inward pull. If the Government were to 
put on a special tax or raise a special loan for the purpose of 
redeeming Currency Notes, while otherwise “balancing its 
budget,” anyone can see that the notes could easily be got and 
put in the fire, and that prices would be lower because money- 
spending power ! was taken away from the persons who paid the 
extra tax or subscribed the extra loan without being balanced by 
extra money-spending exercised by the Government. But exactly 
the same result follows when, without any special tax or loan 
being raised, the money raised by the Government (otherwise 


‘ 


1 May I plead for the introduction of the term “ money-spending power ”’ in 
place of the usual ‘‘ purchasing power’’? ‘‘ Purchasing power ’”’ should be used 
only in the sense in which it is measured by quantity of commodities purchasable. 
To use it also in a sense in which it is measured by the quantity of money spend- 
able is confusing. It is, for example, very confusing to say that the purchasing 
power of the German people was increased when they had trillions of marks to 
buy with; to say that their mark-spending or money-spending power was in- 
creased is lucid enough. 
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than by issue of notes) does in fact exceed the expenditure (other 
than in redemption of notes). In the absence of a Government 
currency, excess of receipts over expenditure would simply mean 
to the Government, as it does to an individual, an increase of 
bank balance. As things are, it means notes received by the 
Bank, and (instead of being held to the credit of the Government) 
paid into the Currency Note Account and there cancelled. 

The truth on this matter is confused by two doctrines which 
accept the idea that the Treasury can pull the notes in or out, 
but teach either (1) that the pull is only exercised by the balance 
of taxes over or under expenditure, or (2) that it is only exercised 
by the balance of taxes plus money raised by non-floating debt 
over or under expenditure. Both these doctrines are wrong. 

(1) The first is wrong because the money-spending power of 
the people is diminished when the State borrows from them in 
order to spend the money borrowed in buying up and cancelling 
currency just as much as when it raises the same amount for the 
same purpose by taxes. It is true that when the State borrows, 
it promises to pay interest in the future, so that the individual 
lender feels himself better off than if the same amount had been 
taken from him in taxation; but the whole of the people taken 
together have no right to any such feeling, inasmuch as the 
future receipt of interest will be balanced, and a little more than 
balanced, by the additional taxation required to pay the interest 
and cost of collection. It is true that the amount borrowed will 
be more entirely derived from the savings of individuals than an 
equal amount derived from taxes, but this too makes no difference 
for the purpose in hand, since the investment of savings means 
money-expenditure just as much as does expenditure for con- 
sumption. The difference between consumption and investment 
is not that the one means more money spent than the other, but 
that investment means that the expenditure goes to additional 
equipment in machinery, houses, etc., and consumption does not. 
But if the State borrows money from its subjects to redeem and 
cancel currency, less money will be spent and prices will tend 
to fall. 

(2) The second doctrine is almost obviously wrong, because 
there is no distinction between “ floating ’’ and other debt, except 
that the floating debt is renewable at earlier dates than the 
other, and is, in fact, constantly being repaid and renewed by 
fresh borrowing. “Floating” or not floating is only a question 
of degree, not of principle, and in fact the distinction in practice 
is perfectly arbitrary, traditional and unimportant. The debt 
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held at shortest notice and most frequently repaid and renewed 
is the very large amount of money owed by the State to the 
Savings Bank depositors, and this is seldom or never thought of 
as part of the floating debt at all. The only reasons ever given 
for making a distinction between the floating and non-floating 
debt for the purpose in hand seem to be two: (a) first, that 
possession of Treasury bills enables the holder, if he pleases, to 
ask for cash when the bill falls due, and (6) second, that the 
possession of Treasury bills enables the holders to “ create credit,”’ 
so that the people’s money-spending power is increased when 
more Treasury bills are issued, and diminished when the amount 
of them is reduced. 

(a) The first of these reasons is very easily disposed of. No 
doubt the banks could, if they chose, insist on having Currency 
Notes when their Treasury bills fall due, but in fact they don’t, 
any more than the Savings Bank depositors with one accord go 
to the post offices and demand their deposits in cash all at once. 
Why should they, so long as the Treasury is willing to re-borrow 
at a rate which makes the new bills profitable for the banks to 
hold? And if the banks were suddenly seized with a desire to 
throw profit to the winds and wreck the State, would it be impos- 
sible for the Government to get the required notes without 
printing additional ones? After all, the amount of bills falling 
due at any one time is not so very large, and presumably about 
a quarter of them are not held by the banks but by the Govern- 
ment itself in the Currency Note Account and some more by 
other Government departments. With the assistance of the Bank 
of England and the individual loyal holders of balances in the 
other banks, the Government could quite easily beat off this 
incredible attack. Those who have imagination to conjure up 
such an attack should also be able to conceive defensive measures. 
The Government could announce an issue of 8 per cent. three- 
year Exchequer Bonds, the amount to be subscribed at once in 
Currency Notes only, handed over the counter at the Bank of 
England or sent by post : the list to remain open till the chairmen 
of the Big Five appeared on the steps of the Treasury dressed in 
white sheets and prepared to kiss the toe of the boot of the 
Financial Secretary. The list would soon be closed; for the 
banks are liable to pay their customers on demand at least ten 
times as much legal tender money as the Government and the 
Bank of England are liable to pay the banks at any one moment. 
Those who live in glass houses cannot afford to throw stones. 

(b) The other reason is a little more difficult to deal with in 
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consequence of the wide prevalence of the very curious delusion 
that when a bank lends money on Treasury bills to the Govern- 
ment, this enables it to lend more money to other borrowers, so 
that the more money the Government borrows in that way, the 
more the banks can lend to their customers, with the result that 
these customers will spend more money, which will raise prices 
and draw out notes because the higher price-level requires a 
larger holding of notes by each individual and institution. Con- 
versely, it is supposed that when the Government reduces the 
Treasury bills outstanding by paying some off without issuing 
an equal quantity of new ones, it cuts down the ability of the 
banks to lend to their customers, diminishes those customers’ 
money-spending, lowers prices, and pulls notes into the Bank of 
England, which pays them in for cancellation. 

It may seem quite incredible that anyone can really believe 
that when a Government borrows money from a person or body 
of persons (whether called a “‘ bank” or not), that person or 
body is thereby rendered more able to lend money to other 
borrowers; and conversely, that when the Government repays 
what it has borrowed, the repaid creditor is rendered by the fact 
of repayment less able to lend to other borrowers. Yet that this 
has been believed in the very highest circle of British financiers, 
at any rate not very long ago, is nearly proved by the fact that 
Mr. Austen Chamberlain, when Chancellor of the Exchequer, 
with access to all the best advice, complained pathetically that 
the more he repaid the banks what they had lent during the 
war, the more they lent to their customers. He had evidently 
been told that if he repaid the banks they would be able to lend 
less in other directions, and had imagined it to be true. 

To argue against such an absolutely groundless delusion is 
unnecessary, but it may perhaps be useful to explain that it 
arises out of the topsy-turvy conception of banking which has 
unfortunately become fashionable in recent years. In the older 
and juster view bankers appeared to be intermediaries or middle- 
men between lenders and borrowers: they re-lent what was lent 
to them, keeping some cash in hand on all ordinary occasions in 
order that they might be in no danger of not being able to meet 
any demand that their creditors might make on them (these 
creditors being mostly entitled to be paid on demand). In the 
modern view, popularised in this country by Mr. Hartley Withers, 
and adopted by Mr. Keynes (pp. 178-81), the large share of the 
whole valuable property of the community possessed by the 
holders of credit balances at the banks is completely ignored. 








Ge wo ea er DQ FS 


—— a oh UL” h mS 








1924] LIMITATION OF CURRENCY OR CREDIT ? 63 


The bankers are thought of as having (by some means which is 
left in considerable obscurity) got hold of a certain amount of 
cash, and then, apparently because there is some magic in calling 
yourself a banker, being able to “ create’ eight or ten times as 
much ‘“‘ money ” or “ deposit-currency.’’ According to this view 
Treasury bills somehow drop into the banks without being paid 
for, and consequently without reducing the banks’ resources at 
all; and once there, as they are “cash at one remove,” they 
enable the banks to ‘“‘ create more credit,” and thereby increase 
the money-spending of the people and raise the level of prices 
and draw out notes. This, of course, is all moonshine: every 
practical banker knows that he is not a creator of credit or money 
or anything else but a person who facilitates the lending of 
resources by the people who have them to those who can use 
them. 

The conclusion is that in this country as well as in all other 
countries, now and always, it is the issuer of inexpensive legal 
tender currency who has the control of its amount and conse- 
quently of its purchasing power; that here and now the Govern- 
ment is this issuer; and that it actually (though very likely 
without Chancellors of the Exchequer being aware of the fact) 
exercises its power of control by its policy with regard to total 
receipts and payments. If it raises from all sources except the 
issue of notes more than enough to pay all expenses (including 
repayment of debt), notes will be redeemed and the amount 
outstanding reduced. If it raises less than enough, additional 
notes will be issued and the amount outstanding increased. And 
by this control of currency the Treasury ultimately controls 
prices. 

The importance of the Cunliffe limit, pooh-poohed by Mr. 
Keynes, depends entirely on the action of the Government in 
making ends meet. If it insisted on allowing expenses to exceed 
receipts, it would doubtless withdraw the Minute adopting the 
limit. If, on the other hand, it makes receipts exceed expenses, 
it can keep as far below the limit as it likes, and there will be no 
chance for the limit to “‘ become operative.” It is only “ actually 
operative’? when the Government keeps receipts equal to or in 
excess of expenses because the limit is there rather than for 
other reasons. Mr. Keynes says (pp. 183-4) that the limit has 
never been actually operative, but it is difficult to believe it 
could ever under any circumstances be more actually operative 
than it was in 1920. To ask, as Mr. Keynes does, for its removal 
at a time when a considerable diminution of the currency is 
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urgently required to prevent a fall in its power to buy not only 
gold but also other commodities in general, seems ill-judged on 
the part of an authority who desires stability of prices. 

It will perhaps be said that Mr. Keynes’ rejection of currency 
limitation in favour of credit limitation is an obiter dictum 
unnecessary for his main purpose, which is to urge that we 
should continue to use a paper standard, but should regulate its 
value so as to keep it stable in purchasing power over com- 
modities, allowing gold and foreign exchanges to go hang. 
Whether this would be desirable or not depends on our estima- 
tion of a number of probabilities, such as the likelihood (very 
small surely) of many other countries adopting the paper standard 
arrived at by the Government of Great Britain and Northern 
Ireland, and the possibilities of great changes in the productive- 
ness of gold-producing. But before discussing whether we should 
make our pound stable in terms of commodities or in terms of 
dollars or gold, we may as well make sure that we know how to 
do it. We shall certainly make a mess of any scheme of regula- 
tion if we refuse to face the elementary fact that currency is no 
exception to the general theory of value, but, like other things, 
is cheapened by increased supply and made dearer by increased 
demand, or if we blind ourselves to the fact that the British 
Treasury is the only body which can supply Currency Notes and 
which can afford to burn them, or finally, if we imagine that 
under existing circumstances it is anything but the will of the 
Treasury to raise money in other ways which determines whether 
any fiscal year shall end with more or with less Currency Notes 
outstanding than it began. 


EpWIN CANNAN 
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A COMMENT ON PROFESSOR CANNAN’S ARTICLE 


SrnceE Professor Cannan quotes and criticises a sentence from 
my book, but does not quote, criticise or allude in any way to 
the arguments which led. up to my conclusion, I will re-state 
them briefly. 

I criticised the old-fashioned policy of looking to the volume 
of legal-tender money in circulation as the regulator of the 
standard of value mainly on the two grounds: (1) that, by con- 
centrating too much on one factor in the quantity equation to 
the exclusion of the others, it was theoretically unsound; and 
(2) that, used as a criterion for compensatory action through the 
bank-rate or otherwise, it gave the signal too late and was there- 
fore practically inefficient. 

(1) While the possibility of variations in the factor of the 
quantity equation which, in my book, I called the “‘ volume of 
real balances,’’ but which corresponds to what is called by others 
the “ velocity of circulation of bank deposits’ (which seems to 
me an inconveniently artificial conception), has always been 
admitted by sensible writers on Monetary Theory, it has been 
frequently assumed that, except over relatively long periods, 
these variations are not very large. We now know, however,— 
at least I think we do—that these variations can be both very 
large and very rapid, and, indeed, that, where we are concerned 
with the period of the credit cycle, it is they which are at the 
root of the trouble. 

Let me repeat the quantity equation in the form in which I 
stated it in A Tract on Monetary Reform (p. 77) : 

n = p(k + rk’) 
where » = number of units of “ cash ” in circulation (defined on 
p. 83 as being, in the case of Great Britain, “‘ note circulation 
plus private deposits at the Bank of England ’’). 

p = price of each “ consumption unit,” or in other words the 

index-number of prices. 

k = number of consumption units, the monetary equivalent 

of which the public find it convenient to keep in 
** cash.” 

k’ = ditto which the public find it convenient to keep in 

bank balances available against cheques. 

r = the proportion of their potential liabilities (k’) to the 

public which the banks keep in “ cash.” 
No. 133.—VOL. XXXIV. F 
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Now, the old-fashioned doctrine used to be that if n could be 
kept reasonably steady, all would be well. My object was to 
point out that if k and k’ were capable of violent fluctuation, 
steadiness of n might be positively harmful and must be reflected 
in an extreme unsteadiness of p,—this being, in fact, what has 
generally happened in booms and depressions of trade. As an 
illustration, I showed (p. 84) that if, beginning with October 
1922, k and k’ were to fall back to their values in October 1920, 
“ prices would rise 30 per cent. without any change whatever in 
the volume of cash or the reserve policy of the banks.” In 
short, Professor Cannan’s policy could not save us from a very 
violent oscillation. I proposed, therefore, that when there were 
signs of a tendency of k and k’ to change, this should be counter- 
acted partly by appropriate movements of bank-rate and partly 
by direct action on the magnitude of n,—though this latter 
would take the form, at least in the first instance, of varying 
that part of n which consists, not of bank-notes, but of private 
deposits at the Bank of England. 

In short, the policy of fixing the value of n by law is unsound, 
because the right value of n is not always the same but is con- 
stantly fluctuating. The same volume of note-issue, which is 
violently deflationary at one phase of the credit cycle, may be 
violently inflationary at another phase. This is equally true 
whether the primary object of our monetary policy is to keep 
the standard of value steady in terms of gold or in terms of 
commodities. 

(2) But, furthermore, in a modern community with a 
developed banking system, an expansion in the circulation of 
legal-tender money is generally the last phase of a lengthy process. 
A tendency towards inflation can operate for a long time before 
it eventuates in a demand for more money in circulation; and 
by the time this point has been reached the thing may be out of 
hand and practically uncontrollable. To prescribe an effective 
maximum to the note-issue and to place one’s reliance on that is 
like prescribing that a patient’s temperature shall not exceed 99° 
and leaving him uncared for until the thermometer registers that 
figure,—by which time, maybe, nothing on earth can prevent his 
temperature from rising very much higher. 

To explain completely why this is the case would involve a 
lengthy analysis. But I may instance one point in particular 
which is often overlooked. The current price quotations of 
wholesale staple commodities are those at which goods are being 
exchanged at the moment, or, rather, in the majority of cases, 
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at which contracts are being concluded for the exchange of goods 
at a later date. Now these transactions constitute only a very 
small proportion of the demand for bankers’ services on the date 
in question. The bulk of the bankers’ advances and the bulk of 
the cheques changing hands on that day relate to transactions 
which had been arranged some little time, possibly some months, 
previously. Thus there-is an appreciable interval of time, 
perhaps from three to six months according to circumstances, 
before a change in wholesale prices produces its full effect on the 
balance sheets of the banks. Moreover, there may be a yet 
further interval before we experience the full effect of the above 
on the demand for Currency Notes. Currency Notes are largely 
required for the payment of wages, and the volume in circulation 
is mainly governed by the level of money wages and of retail 
prices. In the long run these are likely to move more or less in 
the same proportion as wholesale prices. But the causal con- 
nection between the two is very far from being instantaneous. 
Thus to allow prices and then credit to expand or to contract 
until the effect is felt in a demand for more or less money in 
circulation is to court disaster. By that time innumerable 
contracts will have been entered into which cannot be cancelled, 
and the volume of money in circulation can only be kept in 
check at the expense of bankrupting the business world,—a 
course often followed in former days when Professor Cannan’s 
doctrines still held the field. 

For these reasons those responsible for monetary policy must 
keep their weather eye on almost everything except the volume 
of the note-issue; that is to say, so long as they are doing their 
job properly. For the note-issue tells much more about how 
they have been acting in the past than about what they should 
do in the future; and a big movement in it proves, not that the 
moment has just arrived for changing the course, but that the 
navigation is already at fault and that they are on the rocks. 
To depend on the volume of the note-issue as the criterion of 
action, is like navigating with nothing whatever but a plumb- 
line and with one’s eyes closed to the skies and the horizon. 

There is nothing in this, of course, to conflict with Professor 
Cannan’s doctrine “that due limitation of the amount of a 
currency is necessary for the maintenance of its purchasing 
power,” or with the view that a limitation of note-issue may be 
required as a check against very gross abuse; though even in 
this case the method is not always efficient, because, when once 


matters are out of hand, it is «impossible to enforce the limitation, 
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and it is idle to cry after the event, that, if only it had been 
enforced, subsequent disasters would have been avoided. 

I also agree most strongly with Professor Cannan’s satire 
against those who lay stress on a revival of trade “ causing a 
legitimate demand for currency,’—‘“‘ I am not forcing my cur- 
rency on anyone.” This theory generally leads to contracting 
the basis of credit just when it ought to be expanded, and 
expanding it when it ought to be contracted. Some endorse- 
ments of this most erroneous theory in this year’s speeches by 
chairmen of the “ Big Five” indicate a real risk of a period of 
inflation ahead of us. 

On the other hand, there is much else in his article which [ 
believe to be confused and wrong. Professor Cannan is unsym- 
pathetic with nearly everything worth reading—as it seems to 
me—which has been written on monetary theory in the last ten 
years. Yet the almost revolutionary improvement in our under- 
standing of the mechanism of money and credit and of the analysis 
of the trade cycle, recently effected by the united efforts of 
many thinkers, may prove to be one of the most important 
advances in economic thought ever made. The ideas are new. 
They are only just beginning to be capable of complete or clear 
expression. It is natural that middle-aged bankers should feel 
shy. But it is not natural that Professor Cannan should write 
as though none of all this existed, as though his own subject were 
incapable of development and progress, and as though the last 
word had been said years ago in elementary text-books. 

J. M. Keynes 


1 Mr. Bellerby has lately assembled in his Control of Credit, published by 
Messrs. P. 8. King, (3s.) for the International Association on Unemployment, an 
impressive collection of opinions from many sources. 














THE ORGANISATION OF LABOUR IN THE ARMY IN 
FRANCE DURING THE WAR AND ITS LESSONS 


It has become almost a commonplace nowadays that capital- 
ism, at any rate as the nineteenth century knew it, is showing 
signs of disintegration, that the motives upon which it relied for 
its success are not working and cannot be expected to work 
with their previous regularity. Capitalism stood or fell with its 
effective supply of “incentives to industry,” and while it is 
perhaps by no means so dead and damned as some of its critics 
make out, its power to produce the necessary incentives is cer- 
tainly weakening. It is clear that an increasing number of 
people do not believe in it, and that though it still supplies 
motives to work it is less and less producing willing work. 

But men are more convinced of the inadequacy of the motives 
called out by capitalism than they are by the superiority of 
anything which it has been proposed to put in its place. Most 
of the alternatives offered make large demands on the unknown 
possibilities of human nature, and though human nature may 
not be as unchanging as the defenders of things as they are 
make out, neither does it show signs of possessing the infinite 
elasticity which some idealists ascribe to it. 

Such being the case, it is clear that experiments in the working 
of new incentives are to be welcomed, and it may be of interest 
to set down the results of an elaborate experiment in the organ- 
isation of labour, where the economic motives were largely 
absent, and their place had to be taken by others—the organ- 
isation, namely, of labour in the British Army in France during 
the war. War-time psychology is of course in many ways 
peculiar and conditions abnormal. War is an activity of which 
it is difficult to speak in economic terms at all. For as our 
purpose in war is to end it as quickly as possible, there can be 
in a sense no question of economy of effort directed to bringing 
war to a conclusion, and the ordinary categories of economic and 
wasteful expenditure, though they do apply, can only be applied 
with difficulty. The end of all effort in war is simple—victory 
over the enemy; the ends of effort in civil conditions are infinitely 
complex, dictated as they are by the varying desires and concep- 
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tions of the life of individuals. Above all, the element of com- 
pulsion and military discipline which is the basis of all military 
organisation made the problem of the organisation of labour very 
different from what it is or could be in any society in which such 
compulsion is absent. For these reasons inferences from what 
happened in the War to what would happen under civil con- 
ditions must be drawn with the greatest caution, and there will 
always remain differences of opinion as to the value of any lessons 
which may be drawn from war experience. 

Nevertheless, if we keep this precaution in mind, it may be 
found possible to discern certain principles at work in war 
experience which have a more universal application. 

All war, and especially all modern war, involves an immense 
deal of activity other than actual fighting—activity whose 
purpose it is to enable the fighting man, infantry, cavalry, 
gunners, and aircraft, to fight more efficiently. Supply services 
exist to feed the fighting man and, in modern war, to feed his 
weapons. They have to construct and keep running the chain 
of communications between the home base and the fighting line. 
In France in the late war the importance of these services became 
very much greater than ever before owing to the enormous 
increase in the number and size of artillery which the stationary 
warfare brought about, and to the devastating effect of artillery 
fire on communications. These services had an _ elaborate 
organisation. The Docks Directorate, for example, was respon- 
sible for the unloading of ships in the French ports between 
Dunkirk and Havre, another service for the operation of the 
railways in the British zone, another for the construction and 
maintenance of broad-gauge railways, another for the construction 
and maintenance of light railways, another for the roads in the 
zone between the zone where the French and the zone where the 
Chief Engineers of Corps maintained the roads, another for 
inland water transport. All these were organised after the first 
year of the War in the Directorate General of Transportation, 
known as D.G.T. Besides these there were the older services 
connected more closely with the army formations—the A.S.C. 
concerned mainly with food and forage, the Ordnance Corps 
concerned mainly with ammunition, the Signal Service, the 
Medical Corps and the Engineers. It is not necessary for the 
purposes of this article to give a complete list of these administra- 
tive services or to describe their relations with one another and 
with the staff of the army and its formations, with G.H.Q., 
Armies, Corps, and Divisions. But there are certain charac- 
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teristics of all these services which for our purpose it is important 
to notice. 

(1) They were all professional services. Each had its own 
special technique; its personnel had been selected because of 
their technical efficiency and had been given a technical training. 
Each had its special esprit de corps, and the efficiency of their 
work depended largely on the fostering and maintenance of this 
professional feeling. They were a practical example of Mr. 
Tawney’s idea of the professionalisation of industry. Their 
professional pride, however, as will be seen, involved also a 
certain professional narrowness. 

(2) While their technical efficiency was the concern of their 
departments, they all got their executive orders from the Generals 
in command of army formations. The officer in charge of light 
railways, for example, in an army area was told by the Army 
Commander where a light railway was needed and how much 
ammunition or other supplies had to be carried on it. For the 
technical details of his work he was ultimately responsible to 
the Director of Light Railways. The various army commanders 
said what was to be done; the special services were responsible 
for how the work was done. This is an important distinction. 
In economic language the Army Commanders with the assistance 
of the staff controlled the direction of production, the heads of 
the special services controlled the methods of production. 

So far nothing has been said of the Labour Directorate. Its 
organisation had not been contemplated before the War. But 
with the development of trench warfare, and especially with 
the enormous strain of the Somme offensive, it was found that 
at a crisis like an offensive far greater demands were made on 
the personnel of the administrative services than they could 
possibly supply, while the expedient of using the fighting troops 
while they were out of the line on all kinds of labour gave the 
men no rest and interfered dangerously with military training. 
It was resolved, therefore, to supplement the administrative 
services described above by labour battalions or companies, 
distinguished from the men of these services by being com- 
paratively unskilled. These labour companies consisted partly 
of coloured labour, Kaffirs and Indians, and at the end of the 
War mainly Chinese, partly of prisoners of war, and partly of 
men enlisted in Britain who were not physically fit for the fighting 
line. The Prisoner of War companies could not be employed 
within thirty kilometres of the line, the Chinese not within 
sixteen kilometres. In consequence all the work in the forward 
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areas was carried out by white enlisted labour. These last, like 
the rest of the army, were conscious of working for a common 
end, and in that they differed from the prisoners of war, who 
were made to work for an end which they did not want to bring 
about, and the Chinese who were working for an end to which 
they were indifferent. The British labour companies in spite 
of military discipline and compulsion were free labour, the 
prisoners of war were slave labour, the Chinese something betwixt 
and between. So far, therefore, as we are concerned with the 
psychology of the labourer as contrasted with the psychology 
of the employer, we shall consider only the British labour 
companies. 

The first labour troops which were organised up to the end 
of 1916 were allotted more or less permanently to special services, 
but this practice grew to be impossible. For the essence of the 
situation was that the demands put upon the special services 
varied in intensity. In the preparation for an offensive, for 
example, there was a great demand for railway construction; 
during an offensive a great demand for the handling of ammunition, 
and so on. The actual needs of the various services varied from 
day to day. But each service, intent on its own efficiency, 
wanted as much labour as it could get and was very reluctant 
to give it up to another service when it had done with it. Each 
service, in economic language, wanted to keep its own reserve of 
labour, with the usual wasteful results. I remember hearing a 
high official, not in the British army, say, “If no ships came 
into my ports for thirty days, I would whitewash all my buildings 
and relay all my track sooner than let another damned depart- 
ment have a single man of mine.” He was no doubt an extreme 
example, but there was a trace of that spirit in most administra- 
tive services. It is the reverse side of professional pride. 

The remedy for this state of affairs was to declare that all 
unskilled labour was to be pooled and to set up an organisation, 
the Labour Directorate, whose business it was to look after 
labour companies, to know where all labour was, and to redis- 
tribute it in accordance with the directions of the general staff 
among the previously described services, whom I shall now call 
the employing or the technical services. 

The labour put under the Labour Directorate was described 
as unskilled labour, but skilled and unskilled are relative terms. 
It included all kinds of labour, from Whitechapel Jews turned 
on to digging and to Chinese fitters repairing tanks. The common 
characteristic of all labour companies was not that they were 
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unskilled, but that they were transferable, went from one service 
to another. They worked under the direction of the technical 
service to which they were from time to time allotted. To the 
Labour Directorate was assigned the task of allotting them from 
week to week or month to month to the technical services under 
the general instructions of the staff, and of looking after their 
morale and general well-being. 

This then was the general situation. The work of the army 
was done by the various technical services, working under the 
general orders of the higher command, and inspired by working 
for a common end which each man desired and by professional 
esprit de corps, getting from the Labour Directorate the unskilled 
or semi-skilled labour they needed. The cash nexus was entirely 
absent. Its place was taken by the fact that all were working 
for a common end they all desired, by military discipline, and 
above all by esprit de corps. It was as though Mr. Cole’s Guilds, 
faced with the fact that the varying character of the demand 
for their work could not be met by expansion of their own per- 
sonnel, made application for men to a Guild of unskilled labourers 
formed out of the General Labourers’ Unions, who were allotted 
from time to time to the various Guilds by some organisation 
outside the Guilds as the general economic situation demanded. 

There were, of course, certain features about the situation 
which would not be reproduced in the absence of a military 
system. Whether they existed in the Labour battalions reported 
in Soviet Russia I do not know. The direction of labour was 
controlled from above. No man chose what work he should do. 
He was drafted into this or that service on the orders of the 
military authorities, and his company was sent to this or that 
work on orders from the same source. 

The reverse side of this arrangement was that men were not 
thrown back on the labour market when their services were not 
wanted. They were fed, clothed and paid irrespective of their 
being employed. Whatever work they were doing, they remained 
members of the same small society, their labour company. The 
economic incentive of fear of unemployment had disappeared. 

Under these circumstances the theory of the function of the 
Labour Directorate as set forth in the original memorandum 
defining its powers was a simple one. It acted as a Labour 
Exchange, receiving demands for labour from the technical 
services and allotting the labour available according to the 
instructions of the staff. In addition it was responsible for the 
administration of labour companies. 
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Here was a system where employers were competing for 
labour without having to pay for it, and where there was and 
could be no connection between output and earnings. What 
was the effect of the elimination of the influence of price on the 
supply and demand of labour? The effect on the labourer was 
very different from the effect on the employer, and one most 
noticeable moral of the experience in France is just this difference. 
Earlier political economy largely concerned itself with the 
psychology of the employer or entrepreneur, and interpreted the 
psychology of the employed in terms of that of the employer. 
Much modern speculation concerns itself with the psychology of 
the employed, and takes for granted the psychology of the 
employer. Really the two psychologies present problems that 
are quite different and need to be studied independently. 

To consider first the effect of the system on the employed : 
men in British labour companies were not working for the benefit 
of a capitalist : they were working for the public good, and that 
not in any vague sense, but for a definite common end which 
they all desired. Did that fact in itself provide a sufficient 
incentive to industry? It was enough to make men in labour 
companies endure frightful hardship, danger and suffering. It 
is impossible to speak too highly of the behaviour of the British 
labour companies. They were all men of low physique; they 
were shelled in the daytime and bombed at night, with no dugouts 
to take refuge in, with very little of the psychological stiffening 
of previous military discipline. But if the question is asked 
whether the public motives which made them endure all that 
privation and danger were enough in themselves to make them 
work from day to day as hard as they would do under ordinary 
economic conditions, the answer is ‘‘ No.” I can give no 
statistics to support my answer, but I have no doubt that most 
people who saw anything of the work of the Labour Corps would 
agree that the mere fact that they were working for a public 
end had not much effect on output, except where their imagination 
was stirred. Men loading ammunition during an offensive, men 
laying a track for a gunspur, where they could picture the result 
of their increased output, did wonders. Men at the base, 
working day after day on tasks whose immediate bearing on 
victory was not obviously important, had a low output. The 
reason for this is simple and not discreditable to human nature. 
Men like to take an interest in their work, they like to know 
what they are contributing, they like to be able to appreciate 
the work of their hands, they like to be in a position to know 
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when their work is good. If they are treated as cogs in a 
machine, it does not much matter whether the machine is 
grinding out profits for individuals or benefits for the public. 
Being treated as a cog matters more than the purpose to which 
the machine is put. For treatment as a cog is obvious and ever 
present to the imagination, the purpose you are serving in the 
machine is difficult to keep continuously alive in the mind. 

In the second place the fact that all were working for a public 
end did not in itself eliminate ill-feeling between employers and 
employed. According to the instructions issued when the 
Labour Directorate was first formed, the Directorate allotted 
men to the employing services, and the men thus allotted 
worked under the orders of the officers and N.C.O.s of these 
services. The technical services indented for labour as they 
indented for shovels, and some of their officers treated the men 
allotted to them as though they were living shovels. All the 
planning and contriving and thinking about how the work was 
to be done was the business of the men of the technical services, 
the labour personnel had only to do as they were told. In con- 
sequence the labour companies complained of the employing 
services, as in civil life many workmen complain of their em- 
ployers. They accused the employing services of taking to 
themselves the private benefits, 7. e. the Military Crosses and the 
Military Medals and the green envelopes which the labour com- 
panies had earned. But their real grievance was just that they 
were treated as mechanical instruments. 

These two points are confirmed by a consideration of the 
methods employed by the Labour Directorate to increase output. 

The first may be described as improvement in company 
morale. A stand was taken against men being employed except 
in companies or regular divisions of a company. I remember 
finding an ammunition dump in an area which my Corps had 
just taken over, where the labour was done by fifty odd men 
from seven different companies. The work was far better done 
by fewer men from one company. Companies and platoons 
were encouraged to keep records of the work they had done. 
The efficient labour companies were always intensely proud of 
their achievements, of the cubic feet per man per day they could 
excavate, of the ammunition they could load, of their special 
skill in this or that of the many kinds of job they were turned to. 
The effectiveness of this encouragement of company morale, 
and it was great, is only an example of Burke’s famous assertion : 
“To be attached to the subdivision, to love the little platoon we 
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belong to in society, is the first principle (the germ as it were) 
of public affections.” The distance which imagination has to 
travel from the isolated individual to the public cause in any 
great society is too vast unless it is mediated by companionship 
in a small society. All devotion to public good implies a common 
life inspired by and inspiring that devotion, and a real common 
life can only be lived in a small circle. 

The second method appealed to what was practically an 
economic motive. There was something other than money 
which everyone did want, and that was leisure. It was possible 
by the organisation of task work to apply an effective incentive 
of the economic kind. The task work was always collective. 
The company or the platoon was given a definite job to do and 
allowed to go back to camp when they did it. I have called this 
an economic method, because its effectiveness was quite indepen- 
dent of the fact that men were working for a common end, as 
was shown by its being equally applicable to British labour, 
Chinese and prisoners of war. It had the further advantage that 
if it was to be applied fairly, the company or platoon had to be 
given some scope as to how they would do the work. It therefore 
led easily to the notion that the labour unit should be given a 
distinct task and then allowed to exercise its own judgment on 
how to carry out the work. 

This brings us to the third method, the most suggestive and 
also the most fruitful of the three. It consisted in laying down 
that the technical services should state, not how many men they 
required, but what work they wanted done, and that the respon- 
sibility for the work and for contriving how most efficiently to 
do it was laid upon the labour company. For example, instead 
of the loading and unloading work in an R.E. yard being carried 
out by labour working under the orders of R.E. N.C.O.s with 
the labour officers looking on and seeing that their men did 
what the R.E.s told them, the company was made responsible 
for seeing that the required number of trains were loaded or 
unloaded within the required time. How they did it, what 
intervals of rest they took, how they arranged their squads, 
was their affair. They were not living tools, but men assigned 
a responsible task and given scope to do it. 

The results of this method in increased production were 
extraordinary. A company working on what was called the 
contracting system did not need the incentive of task work. 
Officers and men alike found that in tasks which, when working 
under the orders of the technical services, they had found only 
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monotonous routine, there was abundant room for thought, for 
contrivance, initiative and experiment. They established an 
expert sphere of their own, they acquired professional skill, and 
with it professional pride. They remained, of course, under 
orders. They had no power to say what materials should be 
loaded or where they should be sent. When they dug trenches, 
the siting and the specification of the trenches was decided by 
others. But they had no grievance against not being asked to 
decide on matters on which they had no knowledge, so long as 
they had scope to decide on matters which their daily experience 
had led them to understand. To be given that is to be given 
what a man wants for his work; to be denied it is to be reduced 
to a living tool, which is Aristotle’s definition of a slave. This 
method not only increased production, it also did away with 
friction between labour and the technical services. For the 
conventional relation between employers and employed was 
substituted the co-operation between two parties, each having 
its defined sphere of work and enterprise. The elimination of 
private profit alone had not, as has been noticed, removed the 
antagonism between employers and employed; the new method, 
giving labour a sphere of responsibility and initiative, removed 
the antagonism at once. 

These facts seem to confirm the view that in a modern indus- 
trial society the fundamental antagonism is not between those 
who own capital and those who do not, important though that 
distinction may be, but is between those who take responsibility 
and manage and discipline, and those who are given no respon- 
sibility and are managed and disciplined, and that no solution 
of industrial problems is possible unless that antagonism is 
removed. How far the method which proved so successful in 
the army is applicable to industrial conditions is a difficult 
question. The work done by the labour corps involved little 
use of machinery, and therefore gave scope to individual and 
collective contrivance in a degree which would not be possible 
with machine production. The army experiments did, however, 
show that in work which under the old system had seemed to 
be merely mechanical routine, there was scope for contrivance 
and planning when men gave their minds to it. 

So much for the effect of this sytem on the labourers. The 
effect on the employer was more startling. 

The head of a technical service in any army formation acted 
as an undertaker in the old economic sense of that term. He 
undertook, 7. e. he made himself responsible to the commander 
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of the army formation that he would complete a definite piece 
of work by a given date, would have certain lines of railway 
track laid and working by a given date, would deliver defined 
quantities of ammunition at a fixed point at fixed intervals, and 
so on. In making his calculations he had to consider what 
materials were necessary, and among his materials was included 
labour. How was he affected by the fact that he had not to pay 
for his labour, but got it by making out a case that it should 
be allotted to him? The employer’s first impulse, as has been 
said, was to get under his control enough permanently allotted 
labour to be saved having to come and get it allotted to him 
from time to time. The Labour Directorate was organised to 
stop the intolerable waste created by each service wanting thus 
to have its own reserve of labour. 

When making application for labour under the new scheme, 
the employer naturally wanted to make himself secure against 
any failure to carry out his contract through shortage of labour, 
and asked for as much as he could profitably use if the weather 
permitted continuous work and if all his materials came to hand 
up to time, and he no doubt gave himself a margin of safety 
over and above what these calculations justified. He often 
calculated that his estimate would be cut down and asked for a 
good deal more than he expected to get or wanted. If he could 
not profitably use the labour allotted to him at any time, he kept 
it working unprofitably in case the men should be found idle and 
some of them taken away from him and he not have them ready 
for use when his demand expanded. He was always trying to 
get a reserve of labour of some kind. Some employers remem- 
bered the needs of the army as a whole as well as the needs of 
their own job, and did not ask for more than they really needed, 
but no employer in making his calculations had any strong 
compulsion on him to think how he could save labour. He had 
plenty of things to think about without that. It was his primary 
business to take all measures necessary to do the job he had 
undertaken to do, and as it cost him no more to ask for two 
companies than for one, he had no encouragement to economise. 

The consequence of this was that labour was not used 
economically. There was a great shortage of labour and 
employers competed against one another. They were all 
working for the same end, and yet they constantly took measures 
in furtherance of their particular function which were prejudicial 
to the interests of the whole and which really hindered the 
ultimate purpose for which they were working. The cause of 





H 


y 
d 
d 


-— eS Re ct 


RO fmt 








1924| THE ORGANISATION OF LABOUR IN THE ARMY 79 


this was not simply that many of them had been trained in a 
capitalistic system and could not leave off their bad competitive 
habits when they got into the army. That may, no doubt, have 
had its effect. But the real cause was something more funda- 
mental and more irremovable. 

They were all rightly conscious of the importance of their 
particular function. The professional pride which that inspired 
had a good deal to do, as has been said, with their efficiency, but 
it involved the danger of the exaltation of their own function 
more highly than the general interests allow. Their competition 
was not based on selfishness. No doubt some of them thought 
more than they ought about promotion or decorations, but the 
main motive behind their competition was a more honourable 
one. They were thinking not of themselves, but of their job. 
One of the most troublesome and extravagant employers from a 
labour point of view with whom I had to deal was a single- 
minded enthusiast with a conviction that “light railways would 
win the war.’ The employer quite naturally felt that his busi- 
ness was to do his best for his job, and it was other people’s 
business to do their best for theirs, a state of mind which within 
limits is entirely creditable and to be encouraged, but which, 
when the ordinary check of cost was removed, had disastrous 
results. 

The Labour Directorate, working under the instructions of 
the general staff, was entrusted with the task of co-ordinating 
the demands for labour and apportioning the available labour as 
the tactical situation demanded. Its functions appeared to be 
simple. The Deputy Assistant Director of Labour at a Corps 
Headquarters, for example, received demands for labour from 
the various services working in the Corps area. When these 
demands could not be met from the labour at his command, as 
they never could, he went to the Corps Commander or one of his 
staff. The Corps Commander from his knowledge of the needs 
of the tactical situation assigned to the demands an order of 
priority. The D.A.D.L. then met the demands in the order 
thus fixed as far as his labour would go. 

So long, however, as the demands themselves were not criti- 
cised, but only given an order in which they were to be satisfied, 
this plan, if carried out consistently, meant that the service that 
was given priority was given all the labour that it asked for, 
whether or not it asked for more labour than it needed. This 
meant that some of the men allotted to it were contributing 
very little to a work of primary importance when they might 
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have been contributing a great deal to a work of secondary 
importance. Whatever the relative importance of the different 
things to be done, there was clearly a point where it was not 
profitable to give additional men to the more important service 
rather than some men to the less important service. In economic 
language, the principle of marginal utility came into play. 

The difficulty was that there was no satisfactory means of 
discovering the marginal utility of labour. The only person who 
was really in a position to say how much labour was wanted, or 
rather with how few men the necessary work could be done, 
was under no pressure to make the calculation. He had not 
the spur of having to pay for his labour to make him careful 
to confine what he asked for to what he really needed. The 
staff could estimate the relative importance of the works which 
the various employers had contracted to do; they had no satis- 
factory means in the absence of price of estimating the intensity 
of demand. In practice the only thing that the officer of the 
Labour Directorate could do was to form a rough-and-ready 
estimate of the genuineness of an employer’s demand, taking 
into account his estimate of the honesty of the employer, and 
cut down the labour supplied accordingly. To the employer’s 
contention that he was an expert and knew, as no one else could 
do, how many men were wanted, the officer of the Labour Direc- 
torate could only reply that the technical officer was no doubt 
an expert but he was also a liar, or words to that effect. In 
practice the system worked because it was in the interest of the 
employer to establish a reputation for being economical in his 
demands, because he found that if he got that reputation, his 
demands for labour were met promptly and in full. But there 
was inevitably a good deal of friction and cross swearing. No 
doubt under less varying and abnormal conditions the average 
labour cost of different tasks could have been ascertained and 
used as a standard, but that would only have meant levelling 
up the bad to the good employer. The Labour Directorate were 
able in time to have a fairly clear idea of what the standard 
of the careful employer was, and used that knowledge to level 
up. But because the standard of the careful employer was not 
formed under the pressure of having to pay for labour, because 
the employer’s primary business was not to save labour, but to 
get his job done, the cost being not his business but the army’s, 
the standard was never a high one. Labour-saving devices were 
almost all introduced as the result of the pressure of the Labour 
Directorate, i.e. by the outsider who was not really in such 
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a good position as the employer if he had had the will to 
do so. 

A partial solution of these difficulties was provided by the 
contracting system described already. For there the employer 
merely stated what he wanted done. The position then was that 
the staff determined what results were wanted, the technical 
expert reduced these results to specifications of so much cubic 
feet of earth lifted, so many yards of railway track with so much 
ballast laid, and so on, and the labour company whose special 
business was to be experts in knowing how much labour was 
wanted for particular jobs, and whose professional interest was 
to supply as many demands as possible and thus to save labour, 
detailed the men required. The solution was only partial, 
because this separation of functions was not always possible 
and the system of contracting not universally applicable. 

The moral of this experience is the extreme difficulty of 
separating the technical work of production from the task of 
co-ordinating various forms of production to a common purpose. 
The employer in estimating the means necessary to carrying out 
his particular task is acting as an expert. But if the necessary 
means are to be supplied by someone else, the employer’s estimate 
of his needs affects the work of co-ordination. The more he has 
of someone else’s work, the less there is for other employers. 
He is encroaching on the work of co-ordination, for which he 
feels no special responsibility. If he has not to pay for the 
services of others, he has a strong temptation to think only of 
the efficiency of his own work and make irresponsible demands. 
The co-ordinating authority, on the other hand, cannot do its 
work of co-ordination without knowledge of the producer’s real 
needs. Where the employer has to pay for services, the price he 
is prepared to pay is for him an expert question, but at the same 
time it affords a guarantee to the co-ordinating authority that 
the demands made by the employer are real demands. But if 
the machinery of buying and selling is abolished, the check 
disappears and the co-ordinating authority is set a hopeless task. 
Earlier economic theory held that in civil life the importance 
of the various services rendered by individuals or groups might 
be left entirely to the play of supply and demand. We have 
come to recognise that effective economic demand does not always 
mean socially useful demand, and the State now supplements 
the play of the market by encouraging certain forms of produc- 
tion and discouraging others, by endowing education and 
research, for example, and by heavy taxation of the liquor 
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traffic. It is sometimes held that this conscious co-ordination 
might entirely supersede the unconscious co-ordination of 
economic forces. The army presented a peculiar field for such 
conscious expert co-ordination. It would have been madness 
to allow the direction of production to have been determined 
by economic forces. But army experience shows that the 
complete supersession of economic relations has unexpected and 
alarming results. The working of supply and demand may 
have disadvantages, but they are nothing to the disadvantages 
of wangling. 

If an attempt is made to sum up the application of this army 
expeviment as a whole to the problems of industrial reorganisation 
at home, it will be obvious that the lessons it suggests seem to 
conflict. I can imagine that Mr. Cole and the Guild Socialists 
would claim that the first part confirms their teaching : that the 
contracting labour company is the guild; that the development 
from the first methods of working to the principle of contracting 
is the development from national to guild socialism; and such 
a claim would not be without justification. But I do not think 
they would find much comfort in the account of the effect of 
the system on the employers. On the other hand, the upholders 
of things as they are may find confirmation of their belief in 
“the impossibilities of socialism ’’ in the second part. Again 
with some justification. I venture to suggest that the real lesson 
of the army experience is contained just in this conflict, in the 
contrast noted already between the psychology of the entre- 
preneur and of the workman. Neither can be eliminated and 
a sound industrial theory must do justice to both. 

A. D. Linpsay 
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THE INCOME OF TENANTS ON A SCOTCH OPEN- 
FIELD FARM IN THE EIGHTEENTH CENTURY 


TuE following figures are based on an old farming account 
book dated 1769-1779, and they seem to throw some interesting 
light upon the life and conditions of the smaller sub-tenants to 
whom portions of the farm were let. 

The Davoch of Dunachton, which now forms the two farms 
of Dunachton More and Kincraig, was situated in Badenoch, 
the district covering the upper reaches of the Spey. The soil 
is exceptionally good, and, owing to the slope on which the fields 
lie, the introduction of deep drainage has probably made less 
difference in making the better land available for cultivation 
than in most parts of the country. 

We have the following contemporary account of Dunachton 
by the proprietor: ‘‘ On a farm rented from me by McIntosh 
of Balnespick for £86 13s. 4d. str., 240 people are supported, 
of which 60 are able to carry arms” (Notes Descriptive and 
Historical, principally relating to the Parish of Moy in Strathdearn, 
by Sir Eneas Mackintosh of Mackintosh, Bart., written between 
1774-1783 and privately published by the present Mackintosh 
of Mackintosh in 1892. See p. 37.) A davoch of land usually 
contained about 416 acres of arable (see Cosmo Innes, Scotch 
Legal Antiquities, pp. 271 and 241), the subdivisions being— 
2 oxgates of 13 acres each = 1 husbandland, 4 husbandlands = 
1 ploughgate, 4 ploughgates 1 davoch. The ploughgate was said 
to be the commonest unit for a farm held jointly by small tenants, 
but in Badenoch, where farms were usually let to a principal 
tenant or tacksman, they seem to have generally consisted of 
two ploughgates each (see Gordon Rent Roll for 1600, published 
in Vol. IV of the new Spalding Club Miscellany). The oxgates 
were each supposed to furnish an ox for the common plough, and 
the ploughgate was supposed to be the extent that could be 
ploughed in a season. The old joint tenants were therefore 

successful co-operators, and the subdivision of their shares of 
land was more scientific than is the case with many of our present- 
day small-holdings with their partially employed horses and 
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ploughs! (see Report on Economics of Small Farms and Small 
Holdings, published by the Scottish Board of Agriculture, p. 37). 

In his account book Captain William Mackintosh of Balnes- 
pick gives a list of the rentals of his sub-tenants, and as the 
names of most of their holdings have come down to the present 
day, it is possible to call up a fairly vivid picture of their general 
conditions if one cares to “‘ read between the lines” of crabbed 
handwriting in the yellowing old book. Forty tenants are 
mentioned in all, and eleven more names occur through the 
account book as belonging to different parts of the davoch, and 
who were probably cottars and servants to the larger sub-tenants. 
The land was sub-let as follows :— 


Group 1.—One holding of about 40 to 50 acres, let singly. 
Now out of cultivation. 

One holding of about 40 acres, rented jointly by 
two tenants. Now out of cultivation. 

One holding of about 40 acres, rented jointly by 
three tenants. Now out of cultivation. 

Group 2.—One holding of about 50 acres, rented jointly by 
two or three tenants. Now under partial 
cultivation. 

Group 3.—One holding of about 65 acres, held singly. Still 
under cultivation. 

Two holdings of about 39 acres each, held singly. 
Still under cultivation. 


All these holdings were on less fertile soil than that now under 
permanent arable cultivation at Dunachton More. Group 3 
probably gives at least two returns less for the amount of seed 
sown under modern conditions. Group 2 is less good than 
Group 3, and Group 1 is distinctly inferior to Group 2 both as to 
soil, accessibility and the lie of the land. 

In addition there was one holding of 3 oxengates = 39 acres, 
five holdings of 1 oxengate each held singly, four holdings of 1 
oxengate each held jointly, and fourteen holdings of half an 
oxengate each; all these holdings being on exceptionally good 
land. Some of them were on portions of the ground cultivated 
by the principal tenant himself, or by his son, others were grouped 
on a smaller farm now cultivated as part of Dunachton More, 
held jointly among themselves. (Note: the position of this 
farm is easily identified. It is now covered by a fifty-acre field. At 
present the soil is equal in quality to that of the rest of Dunachton 
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More, but in those days it may have been inferior, and the amount 
under constant arable was probably less in extent, for this part 
of the farm is still inclined to be damp and owes more to deep 
drainage than does any other. In the opinion of the present 
tenant farmer drainage has doubled the yield of this field, both 
by increasing the returns to the seed sown and the actual 
area under cultivation). On the whole it would therefore 
certainly be no over-statement to assume that the harvests 
and crops of the sub-tenants were very similar to those of the 
tacksman. 

According to Mackintosh of Balnespick’s Account Book, the 
sub-tenants of an oxengate usually sowed 17 bolls of grain yearly, 
the whole of their strips of common field being under cereal 
crops year after year. The usual proportion of grains that they 
sowed were two-thirds of oats and one-third of bear or bigg, an 
inferior sort of barley, with some admixture of rye and pease. 
(Note: this is the usual proportion of Balnespick’s own sowings. 
See also Sir John Sinclair’s View of the Agriculture in the Northern 
Counties, p. 80; Northern Rural Life in the Eighteenth Century, 
by Alexander, chapter iv. ; Mr. Marshall’s Report on the Agriculture 
of Central Scotland, etc.) Balnespick himself gives year by year the 














Amount of meal and C t Cc half 
grain used, for every 7 on an oxenga e rop on a half oxengate 
boll sown by Balnes- allowing a sowing of allowing a sowing of 
iok 17 bolls. 84 bolls. 
pick. 
Year.| Oats. Bear. Oats. Bear. | Total. Oats. Bear. | Total. 
1769 2-26 5°75 25-613 | 32-583 | 58-196 || 12-806 | 16-291 | 29-098 
1770 | deficit not deficit deficit 
of -5 stated || of 5-666 of 2-888 
for seed for seed for seed 
1771 +12 2-68 1-359 | 15-184 | 16-544 *679 7-592 8-271 
1772 “88 3°64 9-973 | 20-626 | 30-599 4:986 | 10-313 | 15-299 
1773 2-16 4-17 24-679 | 23-629 | 48-103 12-339 | 11-814 | 24-054 
1774 1-45 1-37 16-433 7-763 | 24-196 8-216 3-881 | 12-097 
1775 2-86 3°8 32:413 | 21-522 | 53-935 16-206 | 10-761 | 26-967 
1776 Total 1-53 26-01 13-005 
1777 1-13 2-14 12-806 | 12-126 | 24-932 6-403 6-063 | 12°466 
1778 1-66 33 18-813 1-813 | 20-68 9-406 -934 | 10°34 



































quantity of grain he actually sowed, of the meal he used in the 
house, and of the grain or meal that he sold, and it is therefore 
possible to calculate the amount of produce actually used of 
every boll of seed he put into the ground. (Not the actual 
return in grain, weight by weight, for of course the amount of 
meal produced from a given measure of grain varies according 
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to the kind of grain and to its quality.) Allowing for resowing, 
the crops of the tenants would be as in the table on p. 85, 
according to this rough-and-ready method of calculation. (Note : 
the measure in common use was the boll, which is equal to 
10 stone grain and 9 stone victual.) 

In addition the sub-tenants kept a certain amount of live- 
stock. As far as can be calculated, even the holder of a half 
oxengate must have maintained the following animals: 

A share of the food of an ox to work in the common plough. 
(The old Scotch ox-plough was used by the sub-tenants in 
Badenoch as late as 1795; see First Statistical Abstract for Alvie 
Parish. Vol. XII. p. 137.) 

Two garrons, hardy Highland ponies of about 12 hands, for 
carriage of peats, corn, etc. In Balnespick’s Account Book the 
loads carried by these little horses are given as 14 bolls, 7. e. 
15 stone. 

Two cows to supply the milk on which the family lived and 
for raising calves. They were considered good milkers if they 
gave five pints a day, and they rarely produced a calf oftener 
than every second year. 

Five stirks at least. The sale of cattle was the main way of 
paying rents in the Highlands (see Sir Eneas’ Notes, p. 38), and 
under the miserable conditions of cattle-rearing bullocks were 
not ready for sale as unfattened beasts till their fourth or fifth 
year. In addition, it was generally calculated that at least one 
in every five died each winter. The rent of the half oxengates 
averaged £1 10s., and those of the oxengates about £3, and the 
sale of such bullocks brought in about 30s. a head; it would 
therefore be necessary for a holder of half an oxengate of land to 
have at least four or five cattle of different ages coming on, and 
for the tenant of an oxgate to keep double that number. A few 
sheep were also probably kept for wool to supply the family 
clothing, and to supplement the milk of the cow. 

(Walker, On the Hebrides, Vol. I. p. 56, published 1812, has 
the fullest account of the Highland animals; see also Sir John 
Sinclair, View of the Northern Counties, published 1795, p. 76, 
both of which contain the lists of stock required on a farm, 
though the latter reference is dealing with one devoted more to 
corn-raising. There are good summaries in Northern Rural Life, 
by Alexander, chaps. ix. and x., and Section II. of Vol. I. of 
Lectures from the Mountains, a little known, anonymous book 
written by the son of a farmer in Glen Avon about 1860.) 

The rents of the oxengates and half oxengates seem to have 
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covered “‘ promiscuous eating” on the stubbles of the common 
field and the out-field and pasturage in the hills in summer, but 
additional grazing, or a share of the hay “‘ midow ”’ was charged for 
extra. The stock also were fed on the straw of the cereal crops. 
The cows certainly received corn and hay, the cost of wintering 
them being apparently about equal to the value of two bolls of corn, 
and it is unthinkable that the oxen did not receive some corn, 
in addition to a scanty diet of straw and inferior hay (no grass 
seed or clover was sown) when they did the ploughing. It would 
therefore be safe to allow the value of two bolls of the crop on a 
half oxengate for the maintenance of one cow—they probably 
kept two and helped to maintain an ox—and to allow for at least 
two cows and some small share of corn for the work animals on 
a larger holding. 

The amount of meal consumed by the family can be estimated 
more exactly. Sir John Sinclair, in his Report on the Northern 
Counties, p. 82, describes the dietary of a small tenant farmer as 
mainly consisting of preparations of meal and milk. ‘‘ There 
is not 5ib. of meat consumed within the family throughout the 
year; an egg is a luxury that is seldom or ever indulged in, far 
less a fowl; we have seen in the summer season a haddock 
occasionally, as a wonderful regalement. By this mode of living, 
two men, two women, three children and a grown girl or lad may 
subsist in all upon £15 4s. per annum, but hardly in a manner 
adequate to give spirit or strength for labour.”’ Sir John Sinclair 
calculated the amount of meal per head at six bolls for a man 
four bolls for a woman and a boll apiece for children. Assuming 
that the average size of the families of sub-tenants on Dunachton 
was five—father, mother, three children—and this is certainly 
no over-estimate, for the number of dependants to each fencible 
man in Sir Eneas’ statement is four, and Highland families were 
famous for their size (see Adam Smith, Wealth of Nations), the 
annual consumption of meal would be thirteen bolls per family. 
The home consumption of meal and grain for an oxengate would 
therefore probably be about eighteen bolls at least, and for a half 
oxengate fifteen bolls. The corn from their holdings therefore 
sometimes showed a surplus and sometimes a deficit, and unfortu- 
nately the local price of corn was extremely variable, owing to 
the uncertainty of the Highland climate and the difficulties of 
transport from other places, and they had to sell in a low market 
and buy in a dear one. Balnespick does not always quote the 
price at which he sold or bought his corn, but I have endeavoured 
to supplement the information from other sources :— 
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Oxengates Half oxengate. 
1769. Price of oatmeal per boll 10s. Surplus 40-2. Profit £20 2 0 Surplus14-0. Profit £7 0 0 
1770. os ae * 20s. Oats showed Deficit£18 0 0 Deficit 15 bolls. Loss £15 0 0 
a deficit of -5 
for sowing. 
Bear uncertain. 
Total deficit 
(maintenance 
and sowing) 
probably at 9 
least 18 bolls. 
1771. re = a 19s. Deficit 2-5. Loss £1 8 6 Deficit 6-7. Loss £6 7 3} q 
1772. ‘a ra a9 18s. Surplus12-6. Profit £11 6 94 Surplus -3. Profit £0 5 4} q 
1773. “ é pe lis. » 303 » £2210 0 pie 9-2, » £618 0 
1774. 5s “ s 16s. ee 6-2 » £419 4h Deficit 3-0. Loss £2 8 0 
1775. ie + ¥“s 14s. ns 35-9. » £25 2 2 Surplus 11-9. Profit £8 6 6 
1776. ‘a af i 18s. ne 8-0. » £7 4 0 Deficit 2-0. Loss £116 0 
1777. ‘3 “s - 16s. - 6-9 » £510 4} a 250 | |ae (0 6 
1778. = ae ie 18s. + 2°7 =» £2 8. % ‘ 47. 4, £4 4 7 


The slight additional profit caused by the additional price of barley may well be set against cost of cartage 
to market, interest on money borrowed in bad years, etc. 


The additional outgoings would include 1s. yearly towards 
the payment of the fox-killer (Note: this item appears in all 
the old rentals I have seen. Before game was preserved the 
havoc wrought by vermin on the farmer’s live-stock was con- 
siderable); 1s. 6d. at least towards the stipend of the minister, 
and payment to the schoolmaster. These three items were 
collected by Balnespick. Multures to the mill in payment for 
grinding; a surprisingly large amount for whisky (it is evident 
from the Account Book that several of the tenants spent many 
shillings on this commodity); shoes or hide to make them of; 
flax; the weaving of homespun yarn; probably some cloth that 
was not home-made; tailoring of the men’s clothes (General 
Stuart’s Manners and Customs of the Highlands makes it clear 
that this was not done at home). Salt for the cattle, which 
seems to have come to ls. 6d. a year; the replacement of imple- 
ments (being mostly of wood, they were cheap, but must have 
required constant renewal: see Sir John Sinclair, View of the 
Northern Counties, p. 75, and Northern Rural Life, chap. vi. for 
the fullest accounts of them. Sir John Sinclair estimates their 
total value at £3 3s., and the cost of renewing them annually at £2). 
The replacement of live-stock; payment for and maintenance 
of steadings. 

Three items of present-day expenditure that do not appear 
are fuel and lighting, which were provided by peat and fir-wood ; 
artificial manures, which were not used; and the provision of 
seeds. Turnip and hay-seed were not sown, oats and bear were 
taken from the old crop or bought locally. 

Additional sources of income were the sale of eggs and fowls— 
which then sold in Inverness market at 2d. a dozen and 4d. to 
6d. each, respectively (Sir Eneas Mackintosh’s Noles, p. 43). 
Work as day labourers at 6d. a day; and spinning or the sale of 
woollen yarn, which cannot have been lucrative, as the finished 
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cloth only sold at 10d. an ell (First Statistical Account for Alvie, 
Vol. XIII. p. 379). 

Even a small croft of 13 to 17 acres would tend to give a 
fairly fullemployment. Under present conditions the cultivation 
of a ten-acre croft would only amount to 80-100 full days’ work 
(see Report on Economics of Small Holdings, p. 35), under the 
open-field system, with wooden ploughs; herding; tathing, 7. e. 
manuring the land by confining the animals in a fold of sods 
that was moved every eight or ten days, which was regularly 
practised by Balnespick (for a description of the process see 
Robertson’s Report on the Agriculture of Inverness-shire); thresh- 
ing by means of the flail; elaborate systems of weeding to clean 
the dirty ground (see Northern Rural Life, chap. v.), etc., the 
amount of work needed must have been very much greater. 
Thus Sir John Sinclair’s typical farmer of 37 acres (View of the 
Northern Counties, p. 79) employs three servants, and in Balnes- 
pick’s Account Book the larger sub-tenants certainly had labourers 
or cottars on their land. 

In addition to work on their own holdings, the sub-tenants 
had to perform a considerable amount of labour for the tacksman. 
From the Account Book it is evident that they helped with the 
harvest, ploughing, harrowing and tathing, they also ‘“ did the 
long carriage,” 7. e. went an errand with a horse and cart at their 
landlord’s pleasure—in 1771 the long carriage consisted of taking 
loads of bark to Forres, about forty miles off. And it is almost 
certain that they also cut and carted the peats, for this was a 
universal service and one of the last to be abolished. 

In trying to visualise the hard struggle these people endured 
it is difficult to realise that their circumstances were unusually 
favourable, for Dunachton More is an exceptionally productive 
farm, and the years 1769 to 1779 were not remarkable for special 
scarcity. Only four years ahead, the terrible shortage of the 
“Year of the White Peas,” lay before them—one of the long 
series of famines that the Highlands endured, when the people 
were obliged to rely for food-stuffs on their own uncertain climate 
and not very productive soil. (See C. Fraser Mackintosh’s Letters 
of Two Centuries, p. 303, for local effects. A more general account 
is given in Northern Rural Life, chaps. vii. and viii., and the first 
volume of Transactions by the Highland Society, published about 
1799. I have seen personal letters describing the later shortages 
of 1802 and 1817-9, but so far as I know they have never been 


described in any published work.) 
1. F. Grant 
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Representative Government and a Parliament of Industry : A Study 
of the German Federal Economic Council. By HERMAN 
Finer, of the London School of Economics. (The Fabian 
Society and George Allen and Unwin, 1923.) 


Mr. Friner’s history and analysis of the German “ Economic 
Council,” from its pre-war origin to January 1923, is of first-rate 
importance for every student of political science. 

The war that was to make the world safe for democracy has 
brought democracy, in the sense of majority rule based on terri- 
torial elections, into a condition of rapidly increasing weakness. 
Every year “ politics’ and “ politicians’ are becoming more 
dangerously discredited, and it is becoming more easy for any 
organised minority which is prepared to use force to overthrow 
governments based on local elections and political persuasion. 

Mr. Finer believes that this discredit of territorial democracy 
has been due, not to the wickedness of its opponents, but to its 
own inability to carry out the urgently necessary work of social 
invention. ‘Territorial democracy has failed as a “ will-organisa- 
tion’ because it has failed as a “ thought-organisation.” He 
spent the summer vacations of 1921 and 1922 in Germany study- 
ing the history of the German Federal Economic Council and 
interviewing those who had made that history. He has returned 
passionately convinced that parliamentary institutions cannot 
succeed in the modern world unless they are supported and 
enriched by a system of functional representation. His book, 
however, because it is a full and accurate record of facts, will be 
as useful to those who disagree as to those who agree with his 
main thesis. 

In the winter of 1918-19 the leaders of the German Republic 
rejected the ‘‘ Soviet ’’ idea of trusting all power to the working- 
class vocational bodies, and convoked a National Assembly based 
on territorial elections. The new Government was opposed by a 
series of revolutionary strikes, and on March 5, 1919, made peace 
with the revolutionists by promising to incorporate in the con- 
stitution a hierarchy of Workers’ Councils, District Labour 
Councils, and a national Central Labour Council. A majority of 
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those who made this promise seem to have believed that they 
had been coerced into an unwise engagement, but, the promise 
once made, the Government set themselves to carry it out. The 
scheme, however, actually adopted was very different from that 
apparently contemplated by the Declaration of March 5, 1919. 
Only the Central Council was created (though with the intention 
that it should be followed by the creation of local councils). 
The Central Council was not a “ Workers’ Council” but an 
‘Economic Council.”” When established by the decree of May 4, 
1920 (after a long and extraordinarily interesting controversy, of 
which Mr. Finer gives a full acount) it consisted of 326 members, 
128 of whom represented employers, 128 workers, and 70 the 
community (co-operators, housewives, officials, liberal professions, 
and the nominees of the Reichsrat and the Executive Govern- 
ment). Its powers are strictly consultative, but include the 
right to insist on being consulted, to bring its proposals and 
criticisms before the Reichsrat and the Reichsrat committees, 
and to pay its own expenses from a separate budget passed by 
the Reichsrat. 

To many of the German communists this scheme seemed a 
mockery of the programme for which they had contended in 
1919. But Mr. Finer insists that though the functions of the 
Economic Council are purely advisory they are yet of vital 
importance. In the complex society of to-day, he argues that 
the work of invention is at least as important as that of decision, 
and a council consisting of men closely connected with the daily 
organisation of production and consumption will be more likely 
(even although their powers are advisory) to invent wise forms 
of national action than are the hard-driven omnivalent repre- 
sentatives of territorial constituencies. 

The psychological question which Mr. Finer here raises is not 
a simple one. Dr. Rivers, in his posthumous Psychology and 
Politics, argues that a committee with advisory powers is more 
likely to think effectively than a committee with executive or 
legislative powers, because it is free. I myself believe that, 
generally speaking, the sharp edge of effective thought is more 
likely to be the result of responsibility for action. But the 
thinking that can be done by those who are responsible for the 
central government of a modern nation is strictly limited in 
amount. A minister or member of parliament is, I believe, 
likely with the same amount of ability and knowledge, and in 
the same amount of time, to think more effectively than a Civil 
servant or an advisory expert; but he can only spare a fraction 
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of the time given by the others and only accumulate a fraction 
of their knowledge. 

If power could be subdivided as easily as thought, no problem 
would arise, but unfortunately in a modern society, since all our 
actions influence all our fellows, power must be concentrated in 
the hands of a few individuals so placed that all the contending 
forces shall impinge upon them. Therefore both in the govern- 
ment of nations and in the direction of international organisation 
the central political problem of our time is how to contrive that 
the less responsible mental processes of the expert adviser shall 
give more help than at present to the more responsible mental 
processes of the statesman. 

On all this problem the experiment analysed so ably by 
Mr. Finer is, perhaps, even more important than the British 
experiment of a competitive Civil Service, or that late-medizeval 
experiment of recognised universities and academies on which so 
much of the intellectual structure of the modern world was 
founded. No one, indeed, has ever worked so hard at the relation 
between political power and social function as the German thinkers 
whose speeches and memoranda Mr. Finer here translates. To 
me only one major element in the problem seems to have been 
omitted in the German controversies of 1919-23. The statesmen 
and workers and employers concerned were dealing with an 
immediate problem made more terrifically urgent by the results 
of the Treaty of Versailles. They were bound to think of the 
existing employers and workmen as the representatives of the 
employing and working elements in society. Nations living under 
less immediate danger should, I am sure, pay more attention to 
the fact that the distribution of functions among the members of 
a community is being constantly changed by death and birth 
and by intellectual and social development. An organisation of 
the building trades or the medical profession may suit well 
enough the facts of 1923, and yet may make so little allowance 
for future recruitment and adaptation that it may produce such a 
system of social distortion and functional monopoly that, like 
the late medizval gilds, it must be swept away by political or 
industrial evolution. And a system by which existing profes- 
sional organisations are given constitutional consultative rights 
may do much to increase the rigidity of their organisation. 

Mr. Finer’s study stops in January 1923, that is to say, at 
the most critical point of the experiment. We have, therefore, 
the right to ask him to bring his account in the near future 
again up to date, and to tell us how far the advisory functions of 
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the Central Economic Council have proved to be an effective 
force in the guidance of German economic policy, and how far it 
has been found possible to carry through the difficult work of 
organising the local councils on which the Central Council is 
ultimately to be based. If this means that Mr. Finer will give 
us a second edition of his book, that fact will have the further 
advantage of enabling him to correct a number of passages in 
which he has apparently allowed his own meaning to be obscured 
by a confusion between English idiom and the German idiom of 


his sources. 
GRAHAM WALLAS 


Business Cycles and Unemployment: Report of a Committee of 
the President’s Conference on Unemployment. (McGraw 
Hill Publishing Co., Ltd., London, 1923. Pp. xl + 405.) 

Cycles of Unemployment in the United States, 1903-1922. By 
Witu1aM A. BerrinGe, Ph.D. (Houghton Mifflin Company, 
Boston and New York, 1923. Pp. x + 87.) 


Tue first of these books appears as the Report of a ‘“‘ Committee 
on Unemployment and Business Cycles,’’ appointed from the 
President’s Conference on Unemployment that met in September 
1921. Mr. Herbert Hoover, who presided over the Conference, 
contributes a brief foreword; the Committee themselves make a 
Report with Recommendations of about thirty pages. The 
main bulk of the book and, from the point of view of economists, 
its most valuable part, gives the results of an investigation made 
for the Committee by the ‘‘ National Bureau of Economic Re- 
search’; it contains twenty separate contributions by as many 
different writers. Though, from its composition, the volume 
necessarily fails to achieve, as it does not aim at achieving, 
the synthesis of facts and theories upon which the final illumina- 
tion and solution of any problem depends, it is an extremely 
valuable survey of the principal aspects of the problem of un- 
employment and of the latest facts in America that bear upon it. 

The actual ‘‘ Recommendations” of the Report, with two 
exceptions, are somewhat indefinite; they emphasise the im- 
portance rather than the means of a more scientific control of 
credit expansion by the banks and by the Federal Reserve 
Board, or of their own industries by business men, or of public and 
private construction at the peak of the boom. The two definite 
recommendations are for better collection and distribution of 
statistics and the establishment of a national system of employ- 
ment bureaus. On unemployment insurance, which in this 
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country accompanied the establishment of Labour Exchanges, 
the Committee are rather notably hesitant, though the investi- 
gation of the National Bureau includes a full and well-informed 
and, on the whole, favourable chapter by Mr. Leo Wolman, on 
the working of insurance in Britain and elsewhere. 

For several of the other chapters in this part of the book 
Professor Wesley Mitchell is in whole or in part responsible, and 
all that he says demands attention. Particularly interesting, 
if somewhat speculative, is the endeavour to estimate the economic 
losses, in production and in income, caused by business cycles. 
“The broad result is that the worst years run something like 
15 to 20 per cent. behind the best, and something like 8 to 12 
per cent. behind the moderately good years.” The summary 
description of business cycles (based, of course, mainly on Pro- 
fessor Mitchell’s earlier book) leaves rather glaring the gap in 
his argument as to why prices rise from a depression. Increasing 
cost of production, through the ‘‘ cumulative expansion in the 
physical volume of trade,” is surely no explanation at all. 
When, late in the revival, factories are passing from being fully 
occupied to actual expansion of staff or machinery, they naturally 
may have greater expenses and may raise prices. But, at the 
beginning of the revival, when factories are passing from doing 
only a fraction of their normal output up to full output, the cost 
of each unit of production must be falling, not rising. 

The substance of Mr. Berridge’s book named above appears 
also in this investigation as a contribution on “ Statistics of 
Employment.” Those who, every time that unemployment is 
more severe than usual, cry over-population or the end of the 
world, should consider his statement that “‘ in actual diminution 
of employment, the depression of 1921 was almost twice as 
acute as 1908.’ From 1921 America has recovered; 1908 is 
generally reckoned one of her worst years. 

Other chapters deal with the methods of stabilising production 
in particular industries, such as textiles, engineering or building, 
the long range planning of public works and the problem of 
“cancellation”’ of orders in times of depression. Financial 
devices for controlling or mitigating the severity of business 
cycles (this, of course, is the heart of the subject) are treated 
shortly, but with excellent judgment by Mr. T. 8. Adams. He 
discards any single remedy. “The clearest duty of business 
man and banker is to assist in the development of more accurate 
cyclical statistics. Plot the phases of the cycle, and a com- 
bination of self-interest and vitalised public opinion will force the 
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application of the many remedies—not one remedy—which com- 
mon sense will show to be appropriate. To anticipate the 
cycle is to neutralise it.” 

W. H. BrEvVERIDGE 


Costs and Profits: their Relation to Business Cycles. By 
H. B. Hastings. (Cambridge, Mass.: Houghton Mifflin Co. 
Pp. xi + 168.) 

Tuts book is the third of the series being produced by the 
Pollok Foundation, the first being Irving Fisher’s Making of Index- 
Numbers. The author undertakes the difficult task of trying to 
throw further light on the causes of fluctuations in business 
activity. He sets out to investigate, by analytical reasoning, 
why it should be that a period of business activity cannot con- 
tinue without rise of prices or accumulation of growing stocks of 
goods. The réle of the speculative dealer is recognised, but the 
principal contention is that the accumulation of unsold goods 
during the upward swing of business is due to the failure of the 
flow of purchasing power into the hands of ultimate buyers to 
keep pace with the flow of finished goods into the market. The 
principal reason for the insufficiency of purchasing power the 
author finds in the fact that business concerns do not promptly 
disburse all realised profits. If they disbursed an amount equal 
to their full cost of production, purchasing power would increase 
part passu with goods for sale, and most of the book is taken up 
with an analysis of the various ways in which this full disbursement 
fails to be made. 

There is much that is interesting and useful, and the book 
repays study. The critic may suggest, however, that insufficient 
attention is given to the question whether saving of income, 
whether by individuals on their own behalf, or by business con- 
cerns, is any larger than normal in the circumstances in question. 
Wealth is presumably growing, and the saving of a certain 
proportion of realised income is a normal circumstance. If it be 
the case, as no doubt it is, that in times of prosperity business 
firms, instead of disbursing the total profits which they might 
disburse, by various devices, tuck away some of the profits, it 
might be the case that if they did not do so, the individual share- 
holders would save more. The state of business activity which 
is in contemplation implies, for the time being, an acceleration of 
the normal rate of growth; and is not a corresponding acceleration 
of saving necessary if equilibrium of prices is to be maintained ? 
How can the accelerated output of houses, machinery, railways, 
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etc., be marketed if there be not the normal proportion of income 
devoted to their purchase? So far as machinery and other 
intermediate goods are concerned, it is to a large extent savings 
effected by business, rather than by the individual shareholders 
which furnish the market for purchasing it. It may be that more 
than the average proportion of profits is devoted to, in effect, 
increasing the capital of the business in prosperous times, but 
that does not seem to be the author’s point. He wants businesses 
to disburse the maximum profits, and appears to assume that the 
shareholders are going to spend it all—at all events nothing is 
said about the possibility of their not doing so. 

One feels some doubt whether the arithmetical calculations 
in Chapters II relating to a community of a few people, useful so 
far as they go, have not given a bias in favour of regarding 
industry as the production of goods which are bought outright 
and consumed quickly. When one thinks of the businesses of 
building houses and railways, opening up new mines, etc., and 
pictures them in a state of accelerated activity, the problem seems 
to be not why the product gets on the market before the wages 
and profits have got there, but the reverse. This aspect of the 
situation is one which requires more attention than is given to it. 

One may venture to suggest that what is first required is an 
analysis of what happens in the case of a smoothly growing 
community—one which maintains a certain rate of growth for a 
substantial time. Even there purely arithmetical methods will 
be found to be full of difficulty, and the disturbing effect of an 
acceleration or retardation of the rate of growth introduces still 
more complexity. 

The book is to be commended as stimulating and thought- 
provoking, even if one feels that there is still a great deal more 


to be said. 
C. F. BIcKERDIKE 


British Prices and Business Cycles, 1779-1850 (The Review of 
Economic Statistics, Prel. Vol. V., Supplement). By N. J. 
SILBERLING. (Harvard Economic Service : Cambridge, Mass., 
U.S.A. October, 1923.) 


Here, in forty double-column pages, is the most important 
contribution to the statistical history of the transition from the 
eighteenth to the nineteenth centuries which has been made for 
a very long time. Professor Silberling has got at new sources of 
information for commodity prices: the Governor of the Bank 
of England has helped him to a new series of figures for the Bank’s 
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holdings of Exchequer and trade bills; and he has made much 
fuller use than any previous writer of these statistics of country- 
bank-notes, which were issued as Parliamentary Papers at irregular 
intervals, after the notes became liable to stamping for excise 
duty, in 1804-5. 

The new series of commodity prices come from two old Price 
Current volumes in the Library of the Board of Trade, two in 
the British Museum, and one in the Guildhall Library. Prices (as 
in Tooke) were often quoted in bond, and, where they were not, 
steps have been taken to eliminate the duty element in the price. 
A hundred and fifteen price series were copied and charted; but 
eighty were rejected, either because of defects in the series; be- 
cause the commodity was liable to some abnormal cause or causes 
of fluctuation; because its quality was inconstant; or because 
its price movements were adequately represented by an allied 
article for which a better series of figures was at hand (e.g. pot 
ashes and pearl ashes). There remained thirty-five thoroughly 
representative commodities of “ independent types ” with excellent 
continuous quotations, or quotations so nearly continuous as to 
allow of easy interpolation. From these a quarterly, not an 
annual, index-number has been calculated, on the basis of the 
geometric mean and without weighting. A second, weighted, 
“cost of living’? number has also been taken out “for one group of 
articles which represent in a fair degree the expenditures of British 
working-class families.”” Great care has been taken, and, as will 
appear, with interesting results, to make the main index-number 
“ represent more or less equally the important geographic divisions 
outside Great Britain,” in order to exclude undue influence 
from one area perhaps affected by war or special economic con- 
ditions. Two sub-groups have also been made from the thirty- 
five commodities: one containing British goods and goods in 
whose price freight was a small element; the other, goods bearing 
“relatively heavy freight charges.” A comparison of these 
sub-groups suggests to Professor Silberling—and to his reviewer— 
“that increased costs of transportation were by no means so 
important a factor in creating the high war-time price level as 
Thomas Tooke . . . seems to have believed.” 

The main curve naturally comes into comparison with that 
of Jevons, the structure of which Professor Silberling criticises 
rather severely—mainly because of bad grouping and “ hap- 
hazard weighting.” The criticisms are for statisticians, not for 
the present reviewer, to discuss. But as Jevons, for the early 


period, took his prices “ mostly from Tooke’s tables ” (Investiga- 
No. 133.—voL, XXXIVv. H 
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tions, p. 142), and as Professor Silberling has a wider and more 
carefully selected basis, a comparison is interesting. There is, 
however, only one heavily marked divergence. Jevons made the 
peak-years 1809-10; Professor Silberling makes them 1813-14 
and explains the reason. Baltic markets were specially disturbed 
in 1809-10, and Tooke’s figures assign undue importance to Baltic 
produce; for Tooke—as Professor Silberling might have noted 
but does not—was in the Baltic trade. 

Professor Silberling’s cost of living index-numbers, based on 
a weighting which assigns 42 to food, 8 to clothing materials and 
6 to fuel and light, yields a most challenging result when set side 
by side with Professor Bowley’s 1899 calculation of annual 
agricultural earnings—which Professor Silberling, following, as 
one supposes, American usage, calls “‘ wages.” Between the most 
certain early dates of the earnings calculation, 1780-90 and 
1823-33, the curves show a movement definitely favourable to 
the—of course “ imaginary ’—average agricultural earner of 
England and Wales; “no little improvement in the material 
condition of a considerable social group,” as Professor Silberling 
puts it. This is not the conventional account of what was 
happening between these dates (see, for example, Mr. and Mrs. 
Hammond’s Village Labourer), although vital statistics and some 
other classes of evidence, which there is not room to discuss here, 
do, in fact, give some support to it. Perhaps Professor Bowley 
will have something to say to it from the statistical side. 

In a second section the commodity index-number is correlated, 
first with bankruptcy statistics; next with Bank of England 
notes outstanding and with Bank of England total advances; 
then with Bank of England discounts of commercial paper, 
1794-1830, and with country-bank-notes stamped 1806-25, the 
one period for which these last most important figures are available. 
From this study of the business cycle perhaps the most important 
results are, first, “‘that the major variations in prices precede 
those of Bank advances almost without exception ” (which fits 
in with modern experience, exonerates the Bank from liability for 
credit inflation to some extent, and justifies its contemporary 
claim that it stepped in to give help when markets were failing) ; 
second, that the peaks of country-bank-note issue, in these critical 
nineteen years, “‘ were simultaneous with or preceded ”’ price 
peaks, as one would have guessed. Some important studies of 
bills discounted and discount rates from 1830 to 1850 conclude 
the work. 

It has seemed best to make the review simply a summary of 
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the contents of this valuable monograph. The monograph is 
not on sale, and yet every economist and modern economic 
historian should haveit. It gives him for his study of the economic 
life of a century ago quantitative results of a kind not always 
accessible in equal bulk and precision, for his study of con- 
temporary affairs. Might one appeal to Harvard to reprint and 
put it on the market? Few-of us can find $100 per annum and 
so acquire it as subscribers to the Harvard Economic Service. 
J. H. CLAPHAM 


Money: its Connexion with Rising and Falling Prices. By 
Epwin Cannan. (P. 8. King & Son, Ltd. 4th Edition. 
viii + 106 pp. 3s. 6d. net.) 


Ir is one of the very agreeable consequences of what Dr. 
Cannan calls the “very tolerable compromise” between the 
boom prices of 1920 and those of the pre-war era that the present 
edition of Money should contain twenty more pages of most 
interesting matter than did the third edition of 1921 and yet be 
sold at the same price. For all that, the present reviewer regrets 
the omission of some of the contents of the previous edition, 
e.g. the section there headed ‘“‘ Erroneous Explanations of the 
Rise of Prices in 1914-20.” It is by no means clear that the 
attribution of the rise in prices to increase of bank deposits “ has 
now been so completely discredited . . . that to go on refuting 
it would be flogging a dead horse.” Is not the dead horse of 
Dr. Cannan’s phrase the gallant steed upon which the author of a 
Tract on Monetary Reform is seated at the present moment ? 
Be that as it may, Dr. Cannan’s new edition is important upon 
two grounds. 

Firstly, it contains the substance of the important paper on 
‘The Application of the Apparatus of Supply and Demand to 
Units of Currency ” which appeared in this JourRNAL in December 
1921. In incorporating the distinction between intension and 
extension of demand into monetary literature, Dr. Cannan has 
permanently enriched monetary science, although the germ of 
the later treatment of the point was already contained in the 
remarks upon elasticity of demand for coin on pp. 18-19, the 
importance of which had been somewhat overlooked. Secondly, 
Dr. Cannan has supplied, in his new section on “ Banks and 
Prices ” (pp. 79-85) an important criticism of the view that bank 
deposits are “money,” and shows that the aggregate money 


spending is not increased if deposits lent to banks are re-lent by 
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them. If the opposite view is taken, one is forced to suppose 
that banks “‘ make something out of nothing, and the only wonder 
is that they use their power with extraordinary moderation.” 
Of course distinguished authorities do attribute these miraculous 
powers to banking institutions, their moderation being explained 
by the fact that bankers must maintain a conventional ratio 
between ‘‘cash”’ and deposits. But these authorities have 
evidently not fully grasped the lesson of Germany, where un- 
paralleled increase in cash reserves has not resulted even in a 
proportionate increase of deposits—due to the fear of depositors 
that bank deposits were not ‘ wertbestiindig ” even for short 
periods—whilst in Austria the cessation of inflation has led to 
renewed confidence and to a rise in deposits. If there is anything 
in the idea that “cash” limits deposits, instead of deposits 
determining the volume of cash which bankers find it desirable 
to retain, the whole recent banking experience of Austria and 
of Germany should have been the reverse of what it actually was. 

Dr. Cannan throws light upon the real nature of bank deposits 
by an ingenious simile based on the death duty returns. Loans 
by and to banks would not “ cancel out ” if everyone died at the 
same time: those in credit at their banker would have a taxable 
credit balance, those indebted to bankers would have an estate 
equal to the difference between property acquired by the loan 
and the loan itself, provided they possessed no other property 
at all. This estate would of course be negative if the value of 
the property had fallen below the value of the bank loan. 

The influence which bankers exert on prices is due, according 
to Dr. Cannan, to changes which their varying demands for cash 
exert on the value of money When bankers increase their 
cash balances they increase the demand for money, and this 
tends to lower prices. Lower prices will result even if the total 
stock of cash in the community remains the same, because, as 
the author points out expressly in another connection, ‘‘ we must 
not expect to find evidence of increased or decreased willingness 
to hold currency in actually increased or decreased stocks of 
currency. If the total is a fixed amount it cannot varysin that 
way. The evidence is to be looked for in the fact that more 
or less goods are actually being given for the unit of currency. 
We can have an increased and a decreased demand for houses 
without finding any alteration in the number or size of houses.” 
In the particular case of bankers, increased willingness to hold 
currency shows itself in a rising bank-rate. 

In a rewritten third section dealing with “‘ The Recent Histori- 
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cal Experience ” the author deals with the Cunliffe Report and 
the wisdom of the policy pursued since the issue of the famous 
Treasury Minute of December 15, 1919. Dr. Cannan believes 
that the evils of deflation are in any case less than those of infla- 
tion: what inconveniences there are ‘“‘ must be regarded in the 
same light as those which a spendthrift or a drunkard is rightly 
exhorted by his friends to facelike a man.” Further, stabilisation 
at or near the level of highest prices was impossible: the mere 
cessation of inflation was quite sufficient to cause a slump. 
Finally, as already indicated, Professor Cannan thinks that, as 
the value of gold is still much below pre-war level, a return to 
gold payments is a “ very tolerable compromise.” 

The London and the Cambridge schools of economists are 
engaged in fruitful co-operation in many fields of intellectual 
endeavour : over currency theory and policy they meet in battle. 
Each school is fortunate in the possession of a leader of brilliance : 
how happy the country which in the pursuit of monetary truth 
can draw upon a controversial literature rich in wit as well as 
wisdom ! T. E. GREGORY 


Valutafrage und Gffentliche Finanzen in Deutschland. Von 
WattTeR Lotz. (Schriften des vereins fiir Sozialpolitik. 164 
Band.) (Munich: Dunckerund Humblot. 1923. Pp. 118.) 

Markkurs, Reparationen und russisches Geschaft. Von JuLius 
Wo tr. (Finanz- und Volkswirtschaftliche Zeitfragen. 81 Heft.) 
(Stuttgart : Ferdinand Enke, 1922. Pp. 81.) 

Germany and Her Debts : A Critical Examination of the Reparation 
Problem. By L. L. B. Anaas. (London: Harry J. 
Simmonds, 1923. Pp. xxviii + 158.) 

THE indemnity question threatens the economist with a new 
and alarmingly prolific literature. And yet, from the economic 
standpoint, the issue is simple enough. Given a certain popula- 
tion, with a given standard of skill and a certain store of inherited 
and accumulated wealth, how much can that population be 
induced to provide in the way of tribute? Two essentially 
practical points rise: the willingness to pay and the capacity 
to produce, and the means to maximise both. The determina- 
tion of these issues by politicians requires, so it seems, an endless 
series of conferences, ‘all successful,’ an expensive advisory 
and supervisory body of experts, immense expenditure on forces 
of occupation, armed and unarmed, and, lastly, an infinite 
incapacity for seeing that you cannot eat your cake and have it. 
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The books under review are primarily concerned, not with 
the productive aspects of the indemnity, but with its currency 
side. Have the Allies ruined the mark-currency by their folly, 
or have the Germans ruined their currency in order to evade the 
payment of Reparations? This is equivalent to the issue: 
supposing the Allies not to have demanded any Reparations- 
payments at all, would the mark be in its present position? The 
answer depends on the assumptions made as to the tax policy 
of the German Government. The mere absence of a certain 
type of expenditure does not necessarily prove that the remaining 
expenditure would have been covered by taxation, other than that 
involved in any case in inflation. The temptation to lighten 
the burden of direct taxation by reducing the real value of 
national debts is one which is not easily resisted, especially by a 
revolutionary Government. But however that may be, it is 
clear that a Government subject to a process of constant terrorisa- 
tion, and asked to provide large sums in a relatively short time, 
is hardly likely to in a position to exercise philosophic discrimina- 
tion as to the sources of revenue. Thus, although it is impossible 
to measure the magnitude of the responsibility of Allied states- 
manship, it is clear that this has been a considerable contributory 
factor in the present collapse, which looks like solving the whole 
issue in a very drastic fashion. (Written at the beginning of 
October.) 

Prof. Lotz is one of the relatively few German economists 
who have not been led into monetary mysticism under the 
influence of Knapp’s theories. His little book in the space of 
117 pages, deals fully with the history of the indemnity question 
up to the spring of 1923, and is therefore valuable in bringing the 
sordid tale more or less up to date. Here he offers nothing 
essentially new, though for English readers it will be useful to 
have in fair detail the German as well as the Allied version of 
what Germany has paid. 

The author is critical both of the German financial policy 
and of the stabilisation schemes propounded in the autumn of 
1922 by the international experts. The German funded debt 
is being reduced whilst the floating debt is enormously increased 
(p. 8); the technical advice proffered to German statesmen has 
at times been most unsatisfactory (p. 48); there is a great deal 
to be said for the view that a return to gold payments or a gold 
exchange standard in 1918 would have prevented most of the 
financial difficulties from which Germany has since suffered. 
This is no doubt true: the only question is whether such a step 
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was likely to have been successful in view of the political situation, 
and though Prof. Lotz is clearly of opinion that such a policy 
should have been attempted, he does not deal directly with the 
chances of its success, had it been tried. It would certainly have 
brought the question of Germany’s real capacity to pay to a 
head almost at once; but it would have prevented Germany’s 
fictitious prosperity being made the basis of inferences unfavour- 
able to Germany’s good faith, whilst it might have smoothed 
the way to an international loan. Further, whatever open taxa- 
tion might have been enforced, it could hardly have equalled 
in savage effectiveness the taxation borne by the middle classes 
since 1918 through inflation. 

The Commission of International Experts is criticised in the 
following terms: ‘‘ The reports of the foreign experts are in 
error in depriving the Reichsbank of part of its gold: in not 
thoroughly disposing of the non-interest-bearing floating debt of 
. Germany: in the proposal to create a special institution as 
currency-office or gold-bank, thereby interfering with the unity 
of action of the Reichsbank; lastly, in that an end is not made of 
the abuse of the Darlehnskassenscheine ”’ (p. 110). This summary 
does not do justice to Prof. Lotz’s criticisms, of which a word 
more must be said. He stresses particularly the impossibility 
of the cessation of note-issue against Treasury Bills unless the 
bank is previously solvent, but this would be impossible unless 
the bank is relieved of the Treasury Bills it already holds. But 
an internal consolidation of the floating debt is impossible, ‘ for 
if this consolidation were to take place from within, through 
Germany herself, this would mean that then the paper mark 
would be exchanged for an infinitesimal amount of its face value 
in gold. Such a drastic devaluation in a country with a highly 
developed credit system is a barbarity and a partial state bank- 
ruptcy.” The reform should therefore be undertaken by means 
of a foreign loan. The Empire should convert its bills into 
five-year dollar bonds, ‘“‘ with the co-operation of a guarantee 
Syndicate in New York, London, Amsterdam, Scandinavia and 
Switzerland, which should buy mark-notes and transfers on 
Berlin at a fixed rate, the total proceeds of the new interest- 
bearing dollar loan to be used to buy back from the Reichsbank 
and in the market the total floating non-interest-bearing debt 
in paper marks at face value. The Reichsbank would receive 
foreign bills in place of Treasury Bills. The paid-in banknotes 
and the assets of the consortium intended for the extinction of 
the floating debt would be used to diminish the liabilities of the 
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Reichsbank, so far as guarantees against the re-issue of the old 
notes have been given.” 

The advantages of this plan do not seem to be very clear. 
(a) If the consortium buys up mark-notes at a fixed price, retires 
Treasury Bills and burns the notes, the subsequent effect will be 
appreciation of currency, a higher exchange rate and a deflation 
crisis. (b) Or the exchange rate is not to be allowed to rise, 
in which case there will have to be a new issue of notes, backed, 
it is true, no longer by Treasury Bills, but by gold, foreign bills, 
or internal bills. In this case the mark will be permanently 
devaluated at the stabilisation rates. (c) The Government will 
no longer owe money to the Reichsbank, but will owe dollars to 
the Syndicate. Apart from the improbability that such a 
Syndicate would be prepared to put up the money, the cost to 
the Government would probably be greater than if it took over 
the existing Treasury Bills, giving dollar bonds in return, meeting 


interest and sinking fund charges on them, and allowing the . 


Reichsbank to sell these bonds as it liked at the new stabilisation 
price to investors either for foreign currency or for stabilised 
marks. It may be rough justice to devaluate, but there seems 
no real alternative left. 

A word must be said in praise of the admirably objective 
tone in which Prof. Lotz has written, which makes his book a 
model for those who are concerned in highly controversial issues 
of this kind. 

Prof. Wolf is troubled by no doubts as to the responsibility 
of the Allies: the Allies have done their best to ruin the mark, 
and with it their chance of Reparations. It does not follow that 
because this is so, therefore the ruin of the mark is to be ascribed 
to Allied action. It is altogether extravagant to assert, as 
Prof. Wolf does, that the productive capacity of Germany is 
indicated by the mark exchange (p. 7), though a ruined currency 
does certainly impair productivity. Nor is it quite as obvious 
as Prof. Wolf would seem to think “that even a country with 
orderly state finances can only pay tribute with an ‘active’ 
balance of trade.”’ This is true if it is taken in the sense that A 
equals A. When a country pays tribute it has an “active” 
balance of trade, but this is by no means the same thing as saying 
that an active balance of trade cannot be obtained. 

This brings up the whole question of the export surplus which 
forms the scientific core of Mr. Angas’s book. 

It is to be regretted that Mr. Angas should not have confined 
his work to the really important economic questions which he 
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has raised. As it is, a fair proportion of his pages are occupied 
with political aspects which do not lend themselves easily to 
objectivity, and it is not easy to excuse in a serious work phrases 
such as that “‘ we really should give our German, or rather our 
Jewish, cousins a little more credit for cunning.” 

However, Mr. Angas has a good deal to say on the scientific 
aspects of the question which is worth consideration, though not 
necessarily winning assent. His main attack is on the “ Fallacy 
of the Pre-war Export Quantum ” (pp. 38 ef seq.), 7. e. the view 
that Germany cannot increase her exports beyond what they 
were before the war. Mr. Angas rightly argues that there is no 
absolute export surplus which exists once and for all, though it 
is doubtful whether the grounds which he assigns for this view 
are quite secure. On p. 39 we read that “all that is necessary 
for Germany to secure a larger volume of exports is for the German 
Government to take the trouble regularly to earn, or to raise by 
taxation, or to borrow, a sufficient volume of domestic money and 
to spend it on foreign exchange.” This I believe to be a perfectly 
correct view of the situation, but on p. 17 Mr. Angas has expressed 
a view which is inconsistent, as I think, with the view just quoted, 
in saying at that place that “the theory of the matter is that, 
in order to go on paying for invisible imports such as ‘ repara- 
tions’ (or, if you like, the cancellation of Reparation debts) 
the currency of the paying country must remain almost con- 
tinually undervalued externally.”’ This, again, is rather incon- 
sistent with what is said on p. 16, where it is argued that, unless 
there is speculation in a currency, “the after-effects of these 
momentarily engendered exports on the exchanges would .. . 
tend very soon to improve the German exchanges and to check 
German exportation. ... When eventually the new mass of 
artificially engendered German exports came to be paid for by the 
foreign buyers over the foreign exchanges, marks would be heavily 
wanted by foreigners and the German exchange would improve. 
Such improvement would tend to check German exports and 
reduce the export surplus. <A disconcerting point!’ Assuming 
a general stabilisation of the mark, it is very doubtful whether 
a permanent undervaluation of German currency is possible : 
nor is it really necessary for the end in view. The real problem 
is not one of exports by Germany, but of production and taxa- 
tion in Germany on the one hand and of willingness to receive 
German goods on the other. The absurd fuss which is just now 
being made over the disposal of the sequestrated Ruhr goods 
by the French well illustrates the fatuity of inter-allied policy 
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whenever a demand to make Germany pay is really made. Mr. 
Angas thinks that the German export surplus already exists 
and blames the price policy of the Syndicates and the official 
licensing authorities for keeping German export prices up; 
German exports would be much greater if freedom of sale were 
permitted. This is no doubt true, but the inference that, there- 
fore, the actual amounts of foreign currency which Germany could 
pay are reduced, is, as Mr. Angas says, a moot point (p. 23). 
Of course, if creditors can pay their debtors in depreciating 
currency, they will order more goods, but the amount of foreign 
money which could in this case be bought by the German Govern- 
ment through the taxation of exporters would still fall with every 
fall of the mark, and that fall could hardly be checked permanently 
by importers in foreign countries having to buy mark balances 
to pay for their German goods, though the descent to worthlessness 
might be somewhat smoothed out. 

Mr. Angas also criticises the Keynes-Cassel-Brand scheme, 
though he agrees with the underlying principle. He argues that 
stabilisation of the exchange should follow and not precede internal 
stabilisation, because he thinks that an attempt to stop inflation 
in Germany would at once produce a devaluation crisis, and the 
fall in prices would necessarily lead to a purchasing power parity 
rate inconsistent with the stabilisation rate previously adopted. 
This objection, I think, depends partly on the stabilisation rate 
chosen, for if the stabilisation rate is based on internal prices 
at the moment of stabilisation, the margin between the prices at 
the moment of stabilisation and those which would follow on a 
devaluation crisis would be narrowed. And though it is true 
that the stabilisation rate itself might have to be altered some- 
what, yet I think that the knowledge that a disparity of any 
magnitude between internal and external prices would be followed 
by offers of foreign currency and an increase in domestic currency 
would prevent the fall, as a consequence of a devaluation crisis, 
being very considerable. T. E. GREGoRY 


Essays in Applied Economics. By A. C. Picov, Professor of 
Economics in the University of Cambridge. (London : 
P.S. King & Son. 1923. Pp. 198, 8vo.) 


THE title of Professor Pigou’s latest book will be unpleasing to 
those who, like Huxley, wish that the phrase ‘“ applied science ” 
had never been invented. ‘It suggests,” wrote Huxley, “that 
there is a sort of scientific knowledge of direct practical use which 
can be studied apart from another sort of scientific knowledge, 
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which is of no practical utility and which is pure science. But 
there is no more complete fallacy than this. What people call 
applied science is nothing but the application of pure science to 
particular classes of problems. It consists of deductions from 
these general principles, established by reasoning and observation, 
which constitute pure science. No one can safely make these 
deductions until he has a firm grasp of the principles; and he can 
obtain that grasp only by personal experience of the operations 
of observation and of reasoning on which they are founded.” 

Whatever may be said in favour of such distinctions as pure 
and applied mathematics, there seem to be substantial objections 
to the phrases ‘‘ applied economics ” and “ applied statistics.”’ Not 
only do they remind one of the signboard of the “ practical tailor,” 
which sets one wondering what an unpractical tailor may be, but 
they convey a suggestion that the results of applied economics 
are scientifically established and cannot be gainsaid. Mathe- 
matics applied to astronomy enables us to predict an eclipse with 
unerring certainty. Attempts to apply economics sometimes 
begin with abstractions and symbols in the approved “ pure 
theory ” style, introduce some concrete facts by way of “ allowing 
for friction,” and ultimately present us with conclusions which 
will not hold water because important factors have been left out 
or not given their proper weight. This is perhaps the main cause 
of the little respect which men of business sometimes express for 
economics. If solutions of particular problems are put forward 
which they see to be imperfect solutions, they inveigh against the 
science itself instead of understanding that the investigator is 
correct as far as he goes, but has not gone far enough in his search 
for the factors which come into play. Happily, to quarrel with 
Professor Pigou’s title is not to quarrel with his book. His “ firm 
grasp of the principles ” and his wide philosophic outlook make 
one pity the rash critic who should attempt to pick holes in his 
deductive reasoning. Opinions may differ upon such a dictum as 
we find on his first page, that ‘‘ probably in our secret thought . . . 
we should recognise that our own interests have no right to rank, 
as guides to action, above the equivalent and equally certain 
interests of others ” ; and when we are told that our giving should 
be constructive, should be so devised as to evoke in the recipient 
a spirit of co-operation rather than one of mere passive receptivity, 
and should be given as from friend to friend, we may fairly ask 
whether all this is applied economics or simple ethics. 

Of the sixteen essays here collected three have appeared in the 
Economic JourNAL, three have not been previously published, 
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and the remainder have seen the light in various magazines. They 
cover a variety of topics, and it is needless to say that they 
illuminate them all and frequently offer considerations of import- 
ance which might not occur to less subtle thinkers. Most of 
them are addressed to persons who, without necessarily possessing 
a specialist training in economics, are interested in the application 
of economic principles to current social problems. Unlike the 
“ Ode to Posterity,”’ they will undoubtedly arrive at their address, 
and will furnish much valuable assistance to those who wish to 
enlighten themselves upon the subjects with which they deal. 

The three Essays which are new are on ‘‘ Employers and 
Economic Chivalry,” ‘‘ Small Holdings,” and ‘‘ The Concentra- 
tion of Population.” The second of these exhibits Professor 
Pigou at his best. Its conclusion is that ‘“ these considerations, 
so far as they go, suggest that the State would do well to 
encourage small tenants rather than small owners, even though 
there were no difference between the expense involved in the two 
policies.” The words which I have italicised show that Professor 
Pigou is of course fully alive to the possible fallibility of applied 
economics. Economics, like tools, are made to be used or applied, 
and if they are employed upon imperfect materials may give 
faulty results. It would be foolish to impeach the utility of the 
tool on this ground. Its indispensable value is abundantly 
manifested in these Essays. 

Henry Hices 


Social and Economic Conditions in the Dominion of Canada. Ed. 
by W. P. M. Kennepy. (The Annals of the American 
Academy of Political and Social Science, Philadelphia, 1923.) 


ProFEssor Krnnepy of Toronto University is heartily to be 
congratulated on the contents of the volume that he has got 
together for the American Academy. In spite of its mass of 
information the volume, as a whole, strikes a very human note; 
and tables of statistics, whilst serving to illustrate, never dominate 
the accompanying text. The secret of this success lies partly 
in the fact that each contributor has had full freedom to express 
his own views in his own manner. ‘The result is sometimes not 
devoid of piquancy. Thus two articles, standing side by side, 
deal with the tariff question from different standpoints. 

It is impossible within the compass of a review to deal with 
the very varied material here provided. Our only quarrel with 
these chapters is that too often they are disappointingly short, 
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more than fifty separate articles being contained in some three 
hundred pages. In the first section the problems of population 
and immigration are dealt with. In the opening page the 
Dominion statistician is able to claim for Canada the credit of 
having been the first country in modern times to take a census 
of its population; the census of 1665 having been repeated at 
more or less regular intervals during the next hundred years. A 
significant fact to be noted, in considering the growth of population 
in Canada, is the manner in which urban growth has “ overshot ”’ 
rural, even during the period that witnessed the settlement of the 
west. Whereas forty years ago the towns and cities accounted 
for only fourteen per cent. of the population, they now account for 
about half. As is right, in this portion of the volume Quebec 
takes the first place. Two high authorities are able to sound the 
praises of their countrymen, inside and outside their native 
province. Assuredly no people has ever with more success laid 
to heart the precept, “‘ Be fruitful and multiply.” 

Another section deals with the resources of Canada, agri- 
cultural, mineral, the forests and forest industries, the fisheries, 
and water powers. This leads to a discussion of industrial 
research and education, primary, secondary and higher. The 
Canadian national railways, banking, comparative prices in 
Canada and the United States, foreign trade, with a general 
review and detailed discussions on the movement of capital, 
essential imports and the marketing of wheat form a further 
section, followed by articles on the Tariff, the British Preference, 
the Budgetary System, War Finance, and Dominion, Provincial 
and Municipal Taxation. 

The way is then clear for several articles of especial interest, 
dealing more directly with the human factor in Canadian life. 
Very striking is the picture drawn by Mr. W. C. Good, M.P., in 
“Canada’s Rural Problem,” adopting the conclusions of another 
most competent observer, of the change for the worse that has 
taken place in the old country districts. ‘Even in the rural 
districts of the far east, there was beginning a foreign invasion 
that was quietly substituting Slavic for Anglo-Saxon stock.” 
Near Montreal “‘ the old community life was at an end, and lifelong 
neighbours had been scattered to the four winds.’ In eastern and 
old Ontario the story is the same. ‘‘ Where are the old one 
hundred and two hundred acre farms of a generation ago? Gone ! 
Now market-gardens and orchards for miles, and, beyond, farms ; 
but farms held by tenants, owners English or Belgian Syndicates. 
And the old home life . . . hardly recognisable.” In Western 











110 THE ECONOMIC JOURNAL [MARCH 


Ontario, “‘ Where have the farmers gone? To the north-west 
and to the cities.’ Even in southern Manitoba we find “ the 
villages are stagnant and in many parts the land yielding less 
and less every year, and in some districts seeded down with 
noxious weeds.” In the new west we are told of a farm of sixty- 
four thousand acres, owned by an English syndicate under the 
direction of a highly skilled manager; the farm to be worked in 
sixty-four units of a thousand acres each. ‘‘ But what of life 
in that community, even if the farm succeeds financially ? 
Ever-changing gangs of men boarded in the Company’s houses— 
camp life rather than home life. Suppose a good wage was paid, 
a good house provided, would you, my farmer friend, choose to 
establish a home for your family under such conditions? If you 
incur the foreman’s displeasure your tenure of your home would 
be short. Then what about Church and School and social life ? ” 

As is natural, in Alberta and British Columbia the same lesson 
is still more vividly enforced. “‘ Even in the rural districts 
Canada to-day is not the Canada of twenty years ago.”’ “In its 
broad outlines and viewed from the standpoint of the nation, 
the problem is pretty much the same in all parts of Canada, 
pretty much the same, indeed, throughout all English-speaking 
countries.” 

The problem has never been better stated than in the Report 
of the United States Country Life Commission : 

“ The underlying problem is to develop and maintain on our 
farms a civilisation in full harmony with the best American 
ideals. To build up and retain this civilisation means, first of all, 
that the business of agriculture must be made to yield a reasonable 
return to those who follow it intelligently; and life on the farm 
must be made permanently satisfying to intelligent progressive 
people. The work before us, therefore, is nothing more or less 
than the gradual rebuilding of a new agriculture and new rural 
life.” 

In President Roosevelt's words: “ Agriculture is not the 
whole of country life. The great rural interests are human 
interests, and good crops are of little value to the farmer unless 
they open the door to a good kind of life on the farm.” 

It is considerations such as these that have led to the various 
devices for “ Better business’ as well as “‘ Better farming,” of 


which the most conspicuous is the agricultural co-operation in 
the Canadian West described with great clarity and fullness of 
detail by Professor C. R. Fay of Toronto University. The 
conclusion is, that while ‘the necessities of a new province 
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justify the largeness of the part played by the Government in the 
initial stages, any slackening of endeavour towards the attain- 
ment of independence would be prejudicial to the spirit of self- 
help through voluntary association which is the hall-mark of 
genuine co-operation.” 

But the farmer, rightly or wrongly, believes that more is at 
fault than can be remedied by his own economic efforts. Hence 
his intrusion into the field of politics, described and justified by 
Mr. H. Staples. Methods of taxation and the consequences of the 
tariff affect him more closely, it must be admitted, than they affect 
other classes of the community. 

Still, with much to trouble and perplex in the farmer's position, 
we may adopt the note of hope sounded by Mr. Good: ‘“ The 
welding process is on. Group spirit is accumulating. Farmers 
as individuals will become less independent; farmers as a class 
will become more independent. Evidences of personal and 
group power, large grasp and achievement will be outstanding. 
In reality the farmer will be seen coming into his own. Leaders 
of this awakened rural manhood must be clear-thinking, direct 
and of superior intelligence; and their foundations must be laid 
in a sure understanding of economic and social laws and of folk- 
psychology superimposed on reliable farm knowledge.” 

The last portion of the volume deals with various problems 
connected with Labour. From the article on the Protection of 
Workers in Industry we gather that, whilst there is a general 
desire to level up legislation to a common standard, provincial 
autonomy is still some check to such uniformity. We note in the 
article on the Labour Movement that Trade Unionism ‘‘ furnishes 
to-day one of the most interesting fields in which to study the 
evolution of Canadian institutions under the reaction of influences 
from Great Britain, bound to us by a political tie, and from the 
United States, so strong by economic position.”’ The article on 
Arbitration and Conciliation has suggestive remarks on the 
Industrial Disputes Investigation Act of 1907, which has attracted 
so much attention. It would seem that, so far at least as the 
coal-mining industry is concerned, it has not been very successful 
in averting strikes. ‘‘ What the official reports of its working go 
to prove is that when the parties to a dispute are well disposed 
towards the Act it can serve a useful function. . . . Where 
there is on either side a deep-seated resentment with economic 
conditions, compulsion has proved on both political and economic 
grounds a futile proceeding, leading in the long run to contempt 
for the law. ... It must not be forgotten that arbitration 
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assumes the general status quo of industry and can only function 
where neither party violently objects to it.” The article on 
Political Developments within the Labour Movement in Canada 
further emphasises the importance of the British example in 
influencing Canadian ideals. 

Even from this inadequate survey it may perhaps be gathered 
how useful this volume will be to anyone who wishes to attend 
the forthcoming meeting of the British Association with some 
knowledge of the problems, economic and social, of our sister 
nation. H. E. Ecrrton 


Wages in the Coal Industry. By J. W. F. Rows. (London: 
King, 1923. Pp. viii + 174.) 


In spite of the amount of discussion that has taken place on 
the subject of miners’ wages within the last few years, there are 
perhaps few industrial matters upon which there is still so much 
confusion and ignorance. This is not surprising, as the subject 
is extraordinarily difficult and complex. The majority of the 
miners themselves probably do not thoroughly understand the 
methods by which their wages are calculated, and, as far as my 
own experience goes, very few of them are able to give a clear and 
satisfactory explanation to the layman. 

Mr. Rowe has attempted a very necessary piece of work, and 
he is to be congratulated on the care and skill with which he has 
carried out his inquiry and presented his results. His study 
covers the period 1886 to 1922, and he has confined himself to 
the wages of adult underground workers. One result of his 
researches is to show, as might have been anticipated, that there 
is no one method of calculating miners’ wages; and more than 
this, that there are constant forces at work (such as the relative 
bargaining strength of miners and mine-owners) which have the 
effect of making the actual wages received sometimes more and 
at other times less than they should be according to the basis on 
which they are calculated. They increase or diminish in a different 
proportion to rates, and in fact they rarely seem to work out 
according to plan. The complexity of the problem of estimating 
changes in wages during the period under consideration and of 
drawing conclusions from the statistical evidence on the subject 
may be imagined when it is realised that conditions vary not 
only from coalfield to coalfield, but from colliery to colliery, that 
various classes of workers—skilled, semi-skilled and unskilled, 
with subdivisions of each class paid on different systems—are 
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working in the mines, that some men are paid by piece rates and 
others by day rates, that there are in many cases payments in 
kind and allowances which have to be considered in estimating 
total wages, and that even the definition of a shift varies from 
place to place—to mention only some of the complications. 

In spite of these difficulties, Mr. Rowe has succeeded in giving 
probably as clear an account.as is possible of the various methods 
of fixing miners’ wages and of the changes which have taken 
place in wages since 1886. His conclusions, although they are 
for the most part extremely tentative, and necessarily so, owing 
to the conflicting nature of much of his material, appear to 
follow from the facts and figures given. The book is well furnished 
with statistical tables, diagrams, and graphs, but I think the 
author might have made some parts of his subject clearer if he 
had worked out a few examples, showing the way in which wages 
are actually arrived at, so that the reader might have had before 
him typical cases in the various districts. 

Chapter II contains an excellent account of the principal 
features of all the coalfields of Great Britain, as well as a useful 
sketch of the development of Trade Unionism among the miners. 
The question of wages naturally cannot be considered apart from 
questions of hours, and Chapter V deals with the Eight Hours 
Act of 1908 and the Seven Hours Act of 1919 and their effects. 
The same chapter also contains an account of the Minimum Wage 
Act of 1912 and a judicial estimate of its results. In fact, the 
whole tone of the book is highly judicial, and controversial 
subjects, where they arise, are handled with great impartiality. 

In the final chapter the question of wage regulation in the 
future is considered. With regard to the miners’ demands for 
greater uniformity as to wages, the author thinks that while this 
is not unattainable, it is unattainable under the present system. 
The arguments for and against nationalisation are rather sketchily 
dealt with. The author does not come down on either side, and 
the subject might with advantage have been dealt with more 
fully. The opinion is expressed that it was a pity the miners’ 
demand in 1921 for a wages pool was not discussed on its merits, 
though the difficulties of their scheme are fully recognised. Of 
the Act of 1921 the author says little, on the ground that it is an 
experiment still on trial. But he suggests that while the scheme 
is in many ways unsatisfactory to both miners and mine-owners, it 
may mark an advance from the point of view of the community. 

Mr. Rowe has written a useful book. 

H. SANDERSON FURNISS 
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Social Aspects of Industrial Problems. By GERTRUDE WILLIAMS, 
B.A. (London: P. 8. King & Son, 1923. Pp. xii + 260. 
Price 6s.) 


Tuts is a well-written book which will be useful to many 
students and teachers, as bringing together within one binding 
much that is scattered over rather a wide field. It does not 
offer anything very new, nor is its title a fair guide to what it 
contains; for, except perhaps in the first chapter, Mrs. Williams 
confines herself to a descriptive statement of some of the chief 
industrial problems of the day, with an analysis of their probable 
causes and of any measures that are or might be taken to deal 
with them. There is not, however, any special reference to the 
“social aspects’ of these problems. 

Mrs. Williams gives us at the outset as good a statement as 
perhaps any that has yet been written of the chief limitations 
to the doctrine that the equilibrium of individual demand and 
supply is the point of maximum social satisfaction. She then 
proceeds to sketch the principal features of the modern organisa- 
tion of industry, describing the rise of the Joint-stock Company 
and the Trust movement under the head of Capital. To Labour 
she devotes more space, giving an excellent survey of the more 
important changes in the Trade Union world which have occurred 
in the last few years, and describing the circumstances that led 
up to the Whitley Reports, the Councils which have resulted 
from these, and joint organisations of employers and employed 
generally. 

A chapter on unemployment (which contains a great deal of 
matter ranging from the provisions of the Unemployment 
Insurance Acts to Mr. J. A. Hobson’s views on under-consumption, 
for which, incidentally, Mrs. Williams has an heretical affection) 
is followed by one on Women in Industry, which grapples 
admirably with problems of equal pay for equal work, and 
family endowment and the like. The book ends with a chapter 
on Government and Industry which attempts the impossible 
and had better have been omitted. 

There are a few minor blemishes on an otherwise meritorious 
volume. On p. 44 it is unwise to suggest that the pace of the 
combination movement will not slacken “even though the 
special circumstances of the war no longer exist,” when in point 
of fact it has slackened. On p. 51 the name of the Imperial 
Tobacco Company is wrongly stated, and the date of the Royal 
Commission on Labour given on p. 77 is also incorrect. The 
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Match industry’s unemployment insurance scheme referred to 
on p. 122 is a supplementary, not a special, scheme under the 
Act of 1920, and is therefore not held up by the suspension of 
special schemes. On p. 107 ‘“‘ the Strike Committee ”’ is referred 
to as though we knew all about it, whereas no strike has yet 
been mentioned; and on p. 121 some industries are described as 
belonging to group (6) when nothing labelled (a) or (6b) has 
preceded. 

I do not know whether Mrs. Williams thinks her book impar- 
tial; but I am sure that those who do not share her point of view 


will not scruple to call it biassed. 
BaRBARA WOOTTON 


Trade, Tariffs, and Transport in India. By K. T. Suan. 
(London: P. 8. King and Son, Ltd., 1923. Pp. 450.) 


Tue author is Professor of Economics in the University of 
Bombay. An earlier work of his on Fifty Years of Indian Finance 
was reviewed in a recent number of the JOURNAL. 

Mr. Shah’s political opinions are only important here in so far 
as they affect his views on economic questions. He is a strong 
Nationalist, though too well instructed to profess any belief in 
Mr. Ghandi’s “ Back to the Handloom” policy. He regards 
the existing Government as alien and unsympathetic, and the 
ally of the British manufacturers in exploiting a helpless depend- 
ency. In discussing his scheme to replace private enterprise by 
State industries he holds the main difficulty to be “ the unavoid- 
able suspicion which hangs upon a foreign Government with the 
antecedents of the Government of India,” and the reluctance of 
the people to commit fresh responsibilities to ‘‘ a proved traitor ”’ 
(p. 193). In his evidence before the Mercantile Marine Commission 
he took up the same point, and expressed his own distrust of the 
British Administration “‘ as regards the personnel, the motives, 
and the qualifications ”’ (p. 434). 

In Economics Mr. Shah is an advanced Socialist, who desires 
at the earliest possible moment to put an end to Capitalism, which 
he abhors. As a half-way house he would accept co-operative 
production, though he admits that ‘“‘ the history of such attempts 
in countries more advanced than our own makes very distressing 
reading to the co-operative enthusiast.”” But his real aim is 
collectivism, and he seems to believe that the advent of a purely 
Indian Government will produce all the conditions necessary to 
ensure its success. The ideal to be aimed at is a self-contained 
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India, fed, warmed, clad, and carried by the products of its own 
soil, and using up in its own State workshops and factories all the 
raw materials required. For moral reasons he is not anxious that 
India should attempt to sell largely in foreign markets. Foreign 
trade in his view is, as now conducted, the seed-bed of international 
strife. Ultimately, when al] the backward countries have 
developed their own industries, such international exchange as 
continues to be really beneficial will be conducted by State agency 
under international agreements. 

In support of his plea for State industries Mr. Shah adduces 
the fact that the Indian Government already conducts big 
industrial enterprises, such as the post office and to a large extent 
the railways. Railways and posts are public services in which 
the operations required can be in a great measure standardised. 
An honest bureaucracy can run them with success, and Mr. Shah 
can legitimately appeal to the experience of some European 
countries. But he never really faces the difficulties that beset 
State productive enterprises generally. He is not himself an 
admirer of the Indian railway administration, which he condemns 
as extravagant and careless as regards the development of Indian 
industries. In this connection he contrasts the failure of a Govern- 
ment “ gravely interested in the financial success of the railways 
and so unable to adopt a (proper) railway rate-making policy,” 
with the achievements in the same line “ of a railway genius like 
the late Mr. Vanderbilt, who liquidated and reorganised the New 
York Central railroad into one of the richest and busiest lines of 
the world, if not quite the cheapest.” Apparently all that is 
required is to substitute Indian for English agency to produce 
the organising ability, honesty, and enterprise needed to make State 
management of railways in India a great success. The Bombay 
Government and Municipality have recently embarked on a vast 
land reclamation and housing scheme, the latter being intended to 
supply mill hands with decent homes. But they have failed to 
produce sanitary houses that can be let at an economic rent, and 
this “‘ is due partly to the department, which has yet to learn the 
lesson of rendering public service absolutely free from any search 
for private gain.” 

Foreign capital to a large amount is invested in India. English- 
men and Scotchmen own nearly all the mines and jute-mills, and 
conduct most of the banking business. Mr. Shah proposes to get 
rid of the foreign capitalist entirely, and to substitute Indian for 
British capital except in so far as it may still be necessary to borrow 
money from English investors. The latter is a legitimate ambition, 
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but the possibility of raising in India at all rapidly two-thirds of 
the 600 crores which the author considers to be required for the 
full development of Indian industries, not to speak of another 400 
crores wanted for agriculture, is doubtful. In pursuit of his aim 
Mr. Shah seems to be ready to do more than attract capital. In 
a table on p. 190 he shows how 360 crores could be obtained. Of 
the total, 200 crores are to consist of “‘ a portion of capital locked 
up with religious bodies and charitable endowments,” and only 
50 crores of increased bank deposits. One sympathises with the 
author’s regret that so much capital should be locked up uselessly 
in the shape of jewels, etc., in Indian temples. But we are not 
told how the figure of 200 crores is arrived at, or how the custodians 
are to be induced to part with that large sum. It is also sug- 
gested that the capital available with Indian princes might be 
“ requisitioned.” 

Protective tariffs are one weapon which Mr. Shah would use 
to promote the carrying out of his extensive programme for 
industrial development in India and the replacement of private 
enterprise by State production. The case for protection in India, 
and the limits within which it seems likely to be of use, were 
considered in a review of Professor Banerjea’s work on the subject 
which appeared in a recent number of the JouRNAL, and it is 
useless to go over the same ground again. But it may be well 
to notice some of the specific proposals which Mr. Shah has 
embodied in a draft Bill. It may be said in passing that he 
regards the report of the Fiscal Commission with great 
contempt. 

The Bill provides that, in the case of new industries necessary 
for national security or development, the State shall forthwith 
undertake them, or, if debarred from doing so for financial reasons, 
shall subsidise private enterprise for the purpose. A remission 
of half the import duty is allowed in the case of co-operative or 
collectivist production. Subsidies are only to be granted to 
Indian business concerns. No private enterprise connected with 
the exploitation of mineral resources is to be permitted unless 
three-fourths of its capital is Indian and its directors and managers 
are of native birth. No share in a company is to be transferred 
to a non-Indian without the written permission of the Tariff 
Board. A rebate of 10 per cent. is allowed in the case of goods 
carried in Indian-owned ships, to be increased to 20 per cent, 
if the ships were Indian built. It is part of Mr. Shah’s plan that 
the Indian Government should own the ships, and that it should 
embark on a large shipbuilding programme. It is not very clear 
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how in a country where shipbuilding is practically non-existent 
it can expect to succeed where the United States have failed. 

Owing to financial exigencies Customs duties have lately been 
pitched at rates which, considered as revenue taxes, are extra- 
ordinarily high. Mr. Shah proposes to raise the duty on sugar 
from 25 to 35 per cent., and to double those on oils. He would 
increase those on iron and steel from 10 to 20 per cent. The 
present import duty on cotton piece goods is 11 per cent., and there 
is an excise duty of 3} per cent. It is proposed to abolish the 
latter, and to substitute for the former rates beginning at 5 per 
cent. for cloth made of yarn of ten counts and under, and gradually 
rising to 35, 40, and 50 per cent. for the higher counts. Obviously 
this scale is specially calculated to injure the English trade. The 
cases of sugar and oil were discussed in the review of Professor 
Banerjea’s work. The increase of the duty on steel will only 
help the Tata Company, which is claiming a rise of 334 per cent. 
Of its output 60 per cent. consists of steel rails, and under a contract 
which has still several years to run the whole of them are taken 
for the Indian railways. It is the only firm that produces steel 
in India, and for its sake all the firms in that country which use 
steel in construction work will be injured and the cost of the 
railways will be increased. As to the proposed cotton duties, Mr. 
Shah confirms what was stated in the former review as to the 
enormous profits earned by the Bombay mill-owners. He adds 
that ‘‘they have been criminally indifferent to improving the 
quality of the goods by proper attention to the raw material 
consumed and the machinery employed,” and further that they 
failed to utilise the enormous protection given by the War to 
drive foreign goods out of the market, but were led ‘ by capitalist 
greed and shortsightedness ”’ to raise prices “so as to keep neck 
to neck with the foreign goods.”’ Mr. Shah fails to explain how 
these grave defects will be cured by excluding foreign competition. 

The book is far longer than was necessary for a full statement 

of the author’s case. Thirty-seven pages are occupied by the 
schedule to the proposed Tariff Act. All the reader can desire to 
know is how Mr. Shah would deal with the leading articles of 
import and export. He cannot possibly care for a list of some 
eighty descriptions of manufactured steel and iron all to be taxed 
alike, or to know the treatment proposed for four different sorts 
of cowrie-shells. 

The work is perhaps more interesting as a frank revelation of 
the tone of mind prevailing at present among many educated 
Indians than as an economic inquiry. Mr. Shah accepts the 
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present “ racial animosity ” or “ hatred” as a reason for getting 
rid of the foreign capitalist, and does not, like the Fiscal Com- 
mission, regard it as a passing phase. Curiously enough, he 
combines this with a distant vision of human brotherhood. His 
scheme of economic construction probably interests him more for 
its moral than for its purely economic results. In considering 
it one must in fairness remember that he is not anxious for the 
accumulation of wealth, and would be satisfied if his State indus- 
tries produced enough to give everybody a decent existence, 
Unfortunately it cannot be said that he has proved they would do 


so much. 
J. M. Dovir 


Volkswirtschaftslehre. By EUGENE SCHWIEDLAND. Vol. III. Die 
Organisation des wirtschaftlichen Lebens. (Stuttgart: W. 
Kohlhammer. Pp. iv + 400.) 


ProFEssor SCHWIEDLAND’S third volume follows along the 
lines of the first two, which were noticed in the Economic JOURNAL 
for September 1923, p. 387. It deals with the organisation of 
enterprise, labour, the means of exchange, and markets, and 
all the subjects on which the author touches in this, the con- 
cluding volume of his work, are handled in an attractive and 
informing fashion, though he is perhaps stronger on the descrip- 
tive than on the theoretic side. But throughout he attempts to 
weigh up all aspects of each problem. From this point of view, 
one of the best chapters in the book is that which considers 
private and public enterprise. Professor Schwiedland, after 
considering the advantages and disadvantages of each method, 
comes to the conclusion that on the whole private enterprise is 
likely to be more productive for the community than enterprises 
undertaken by the State. He is not blind, however, to the 
probable influences on industry of the existing burdensome 
public debts; he points out that in order to meet debt charges, 
Governments may well be forced to increase the number 
of State monopolies, purely for revenue purposes. Professor 
Schwiedland writes sympathetically and with comprehension on 
the part played by the entrepreneur in the economic activities 
of the community, and he shows that he has made a special 
study of the important publications on the subject issued in 
recent times. 

The three chapters on problems connected with the currency 
are particularly useful for the light they throw on latter-day 
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controversies touching the value of money. They furnish a 
handy conspectus of the opinions of Menger, Cassel, Knapp, 
and Neurath. Of the four sections into which the book is 
divided, it may be said that the third, which considers the means 
of exchange, is perhaps the most informing. 

The most interesting chapter is the last. It is a survey of 
modern society, and an evaluation of economic forces. Schwied- 
land believes that the existing uneven distribution of wealth is 
bad for society as a whole; he deplores the gradual disappear- 
ance, in continental countries at any rate, of the middle classes, 
which he regards as a necessity for the social organism; he 
declares that it is the duty of the State in its own interest to 
look after the ideal requirements of the workers in the way of 
education, social insurance, trade-union policy, and so forth; 
and he deplores the fact that while the material advances of the 
last hundred years have been wonderful, they have not kept 
pace with what one English poet has called “the things that 
are more excellent ’—inward peace, personal idealism, and hope. 
He deplores the lack of harmony and the prevalence of hurry 
in modern life, and he suggests that the cultivation of the social 
sense, and particularly of social service, is one of the prime 
needs of the age. 

M. EpstTEIN 


Die Klassen und die Gesellschaft (Classes and Society). By 
P. E. Fanupeck. (Jena: G. Fischer. 1923. Pp. 348, 
8vo.) 


Tue Swedish scholar Pontus E. Fahlbeck, recently deceased, 
makes an attempt in this work to follow up the historical develop- 
ment of social distinctions in rank, class and caste. He was 
able to finish his researches about classical antiquity and he made 
a good beginning at the study of the Middle Ages, of which this 
book contains several chapters. 

As the result of his studies he reaches certain general con- 
clusions. Thus, he finds that there is one great epoch, in which 
the differences of classes increase, and another epoch of regres- 
sion, in which the distinctions fade. At first, in the early stages 
of development, the formation of higher classes creates economic 
differences, which in their turn serve to increase the power of 
the superior castes. The importance of wealth remains prominent 
in the second epoch of the progressive levelling of the old castes, 
when, within democratic tendencies, riches remain, if not the only, 
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certainly the principal means of distinction. But in early 
society some principle of class formation or hierarchy must 
remain. To create an undifferentiated dead level of society is 
one of the futile illusions of Socialism. In general Professor 
Fahlbeck characterised Socialistic doctrine as a systematised 
complex of dreams and desires. For the very essence of civilisa- 
tion in progress consists in the division of social functions, in the 
formation of professions. And according to the social value of 
these functions the caste system is formed. It is a great pity 
that Professor Fahlbeck passed away before having had time to 
bring to a conclusion his comprehensive historical studies. His 
younger compatriot, Professor Rudolf Kjellén, also recently 
deceased, was able by his power of condensation to finish his 
studies in economic geography and policies. I believe, that 
with his ability for condensed expression, Professor Kjellén 
would have formulated Fahlbeck’s results by saying, that the 
rights and prerogatives of certain classes depend upon real 
services, but that when the obligation to serve the community 
becomes atrophied, the prerogatives become abuse and robbery, 
and that in this case the justification and the future possibilities 
of class differentiation are altogether lost. 
EvuGENE SCHWIEDLAND 


Beitrdge zur Wirtschaftsgeschichte (Contributions to Economic 
History). By Karu Bicuer. (Tiibingen: Laupp publ. 
1922. Pp. 462, gr. 8vo.) 


CHARLES BicuerR is among the first living economists of 
Germany. His theories are always founded not only on a 
complete knowledge and understanding of economic history, 
but on close observation of contemporary facts as well. 

His recent volume consists of Contributions to the Economic 
History of Classical Antiquity and of the Middle Ages. The 
most outstanding part of the book is the vivid description of 
the industries of Greece and of the revolt of the Roman slaves 
between 143 and 129 B.c. Extremely interesting too is the 
account given of the obligatory price norms of Diocletian, 
301 a.c. The remainder of the work is of importance for 
German readers mainly. 

There is no need to emphasise the fact that—as always the 
case with the writings of this great master—the work is brilliantly 


written as well as of great scientific value. 
EvuGrne SCHWIEDLAND 
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Gesammelte Aufsdtze zur Wissenschaftslehre (Collected Economic 
Essays). By Max Weser. (Tiibingen: Mohr-Siebeck 
publ. 1922. Pp. 579, 8vo.) 


Max WEBER, who died some years ago after succeeding Lujo 
Brentano in Munich, was undoubtedly considered in Germany 
as the greatest contemporary sociologist and economist. The 
scope of his erudition was unquestionably immense; but to read 
his works requires no common knowledge on the part of the 
reader. His collected essays treat of abstract problems, and are 
mainly critical and controversial. He has also the tendency to 
enter minutely into questions of detail. His style and manner of 
expression aim primarily at the achievement of surpassing pre- 
cision and accordingly often lacks plasticity. There can be no 
doubt that Professor Max Weber possessed a great reconstructive 
imagination for social and historical events, but his presentation 


is rather laboured. 
EvuGrinE SCHWIEDLAND 


Die Arbeiterfrage (The Social Question). By Heinrich HERKNER. 
Two volumes. (Berlin: De Gruyter & Co. 1923. Eighth 
edition. Pp. 600 and 630, 8vo.) 


THESE two large volumes by Professor Herkner of the 
University at Berlin are generally considered as the standard 
German work on “ Sozialpolitik,’ the name given in German 
science to the theory of industrial social reform. Volume I 
deals with general principles of this practical science, Volume II 
with its special theories and with the points of view taken up 
by various political parties. The author’s style and his manner 
of exposition are always lucid and pleasant, and the numerous 
references to other works are useful. It is, however, a pity that 
Professor Herkner did not decide to rewrite certain portions of 
this work for its newest edition. Owing to this, the work appears 
in some respects slightly antiquated. For instance, it treats 
mainly of social policy carried out in Germany, and even there 
only of the questions of factory legislation. Neither the problems 
of sweated industries nor of farm workers are treated here. 
Certain other aspects of social development, such as the question 
of “ closed shops,” are also not adequately presented. Perhaps in 
a future edition the author will shorten those chapters, where 
the material is already old-fashioned, and lengthen others, where 
newer problems are treated. This would greatly add to the 


value of this justly renowned work. 
EUGENE SCHWIEDLAND 
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LD’ Impérialisme économique et les relations internationales pendant le 
dernier demi-siécle (1870-1920). Par A. ViALLAT#, professeur 
4 l’Ecole des Sciences politiqués. Un vol. in. 181. (Librairie 
Arnaud Colin, 103, Boulevard St. Michel, Paris), broché. 8 fr. 
English translation : Economic Imperialism and International 
Relations during the last Fifty Years. The Institute of Politics 
Publications, Williams College, Williamstown, Mass. (New 
York : The Macmillan Co. 1923. Pp. 180.) 


THERE is not much literature on this subject, and students of 
international politics are therefore grateful to the author for this 
penetrating analysis of international relationships during the last 
fifty years. Only a bare outline, of course, is attempted in this 
volume, and there is room for further research into the problem 
of the contribution of economic Imperialism to war. Mr. L. S. 
Woolf has gone into the history of Africa, one or two minor 
writers have sketched briefly the influence of Oil on international 
politics, and Mr. E. D. Morel and Mr. H. N. Brailsford have also 
produced some valuable material, but they have covered only a 
small part of the whole field. The great need is for further 
constructive suggestions that will enable statesmen to control the 
competing interests and clashing ambitions of the Great Powers 
and the rival groups within them. All these writers agree that 
there lies ahead nothing but chaos, unless some form of economic 
internationalism supplants very soon the strife and jealousy 
that exist at present. Prof. Viallaté stresses this particularly in 
his survey of the post-war developments in European affairs. The 
League of Nations appears on the surface to have made provision 
for this need, but it is much too curtailed by the fears and greed of 
the victorious Powers—if, indeed, any can be said to be such— 
who framed its constitution, to be of much effective assistance. 
Its mandatory clauses are especially weak and allow of much 
exploitation of backward peoples. 

There is an excellent introduction to this volume, showing 
how the Industrial Revolution and progress in the means of 
transportation altered the character of international relationships, 
and how, during the last quarter of the nineteenth century, the 
industrialisation of Western and Central Europe proceeded. 
The need for securing raw materials from abroad, and of finding 
outlets for surplus population and wealth is seen to have been a 
pressing one for all the large countries. Like Mr. Keynes, the 
author seems to have grasped the importance of the population 


question. 
The colonial policies and expansions of the Great Powers are 











124 THE ECONOMIC JOURNAL [MARCH 


briefly indicated, and the evolution of the conscious Imperialisms 
of England and Germany is clearly and well traced. America’s 
share in the struggle for spoils is not overlooked, and a con- 
siderable part of this work is devoted to an analysis of American 
activities in the Caribbean Sea and in the Far East. 

The author tries to be impartial, and one must forgive him if 
his natural political sympathies get the better of his judgment 
now and again in his reading of the pre-war antagonisms of France 
and Germany. On the whole he states his case with great fairness. 
He criticises strongly many of the actions of all the Great Powers, 
and shows how their common failure to learn what is meant by a 
true community of interests was in no small measure responsible 
for the late war. He traces, on the other hand, the growth of 
international agreements and conventions prior to 1914 in order 
to prove how weak they were, and how strong a factor nationalist 
sentiment still is. This is what Mr. Angell forgot. 

It is in his handling of the post-war situation that his insight 
appears to be particularly sound. He sees the essential weak- 
ness of the League of Nations to be, that it is hampered in its 
real work of achieving economic internationalism, by political 
nationalisms and jealousies. 

Rightly, however, he sees cause for hope in the fact that, even 
if only in order the more effectively to prosecute the war, the 
Allies were compelled by the inexorable logic of circumstances 
and events to adopt measures of co-operation hitherto undreamed 
of in connection with men, credit, supplies and transport, thus 
teaching the necessity of economic solidarity. Modern life is 
being seen to be too complex to permit of a return to the old 
isolation and individualism. Old economic units have ceased to 
exist, and new ones have come into being, but the economic 
clauses of the Peace Treaties have failed to allow for the fact 
that to-day international economic intercourse overflows political 
boundaries. The author errs in saying that Russia has “ ceased 
to count in the world ” on account of her revolution, but he sees 
clearly the great advantage gained by Japan and the United States 
as a result of the War. In his opinion New York is destined to 
remain the financial centre of the world. 

In concluding, he states that “‘ independent life is impossible 
in a world such as has been moulded by the inventions of the last 
century,” that ‘‘ America should not persist in her present attitude, 
or she will find herself in danger—Europe is her greatest customer ” 
—and that “ only an intelligent and persevering co-operation by 
all the peoples of the world will conjure away the peril that 
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threatens our civilisation.” He thinks that world-wide Free 
Trade may be too ideal an aim, but advocates the adoption of a 
general policy of ‘‘ moderate protection,” if not of the principle of 
commercial equality for all, already tried on a small scale in 
China and the Congo basin. But he is not an optimist, because 
“not reason but passions govern the peoples.’””’ Whatever our 
own point of view, we shall have to admit that the writer of this 
book is a realist, who is also a master of his subject. Even Mr. 
Lowes Dickinson could make no more trenchant remarks than 
some of those contained herein. 
Francis E. LAWLEY 


The Development of International Law after the World War. By 
OtrrieD Niprotp. Translated from the German by Amos 
S. Hersney. (Oxford: The Clarendon Press. 1923. Pp. 
xv + 241. Price 7s. 6d. net.) 


It is probably rare that an attempted reading of the lessons 
of the War written in 1917 should be worthy of republication in 
1923, but the Carnegie Endowment for International Peace of 
Washington, for whom this book is published, are well justified in 
their confidence. Professor Nippold’s book is of deep and perma- 
nent interest, and it has been admirably translated by Professor 
Hershey of Indiana University, himself a well-known inter- 
national jurist. 

Two schools of juristic thought on the future of International 
Law are discernible to-day. There are those (of whom Dr. J. B. 
Scott, who contributes the introductory note to this volume, is 
one) who believe that it will and ought to return to the methods 
of slow but orderly development by which it seemed to be advanc- 
ing before the War; and there are others who welcome the new 
attempt to give an organic character to the society of states, and 
believe that we can no longer rely on moral influences to secure the 
observance of law, which must henceforth be enforced. The one 
is the school of The Hague; the other that of the League of 
Nations. Professor Nippold is a reluctant but a very earnest 
convert to the latter, and Part I of this book is, as Dr. Scott says, 
“to all practical intents and purposes a commentary on the 
League of Nations before its birth.” 

Possibly Part II, which deals with the future of the Law of 
War, is of greater interest to-day when, for weal or for woe, the 
world is committed to the experiment advocated by Part I. The 
author believes that in the past International Law has gone too 
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far in attempting to treat war as a legal institution; a true 
international legal order can only be a regulation of the relations 
between States at peace, and the outbreaking of war marks its 
failure. The so-called Law of War, therefore, must be sharply 
distinguished from International Law; it is a survival from an 
earlier stage of legal development, and is destined, one must hope, 
to be gradually encroached upon, and in the far distant future to 
be altogether superseded, by International Law. This process of 
encroachment will proceed partly by a change in the character of 
International Law, partly by a change in the character of war 
itself. The former will be marked by the enforcing of law on a 
recalcitrant State by a League of the more progressive States, 
using primarily economic, but in the last resort military, measures 
of coercion. 

The future change in the character of war is foreshadowed by 
the course of the World War, which has made it perfectly obvious 
that war is at least no longer a purely military struggle. Modern 
commerce and modern science together have made that idea an 
absurdity, the former by immeasurably increasing the effective- 
ness in war of economic strength, the latter by strengthening the 
power of the military defensive, and so making even a supposedly 
military decision depend on the greater or less degree of the 
economic exhaustion of the belligerents. ‘‘ The modern form of 
war is the economic war ”’; it will be increasingly more effective 
than military war, and happily it is also far more humane. So 
that just as International Law itself is to develop by the creation 
of a system of guarantees primarily economic, and only secondarily 
military, so we may hope that war will develop by an increasing 
resort to economic measures of pressure, and military measures 
will fall into the background. Eventually it may be possible to 
establish a law of war forbidding resort to military war until 
economic war has been tried and failed. The vista of progress is, 
therefore, first a stage of wars without weapons, leading in the 
distant future to a warless era in which the coercive sanctions of 
International Law will wholly take the place of war. 

This bald summary of Professor Nippold’s thesis does scanty 
justice to the author’s sober enthusiam in the quest of truth, his 
patient facing of difficulties, his impartial judgments on contro- 
verted points. It must suffice here to offer one general criticism. 
It may be doubted whether the change in the character of war is 
quite so revolutionary as this book would suggest. ‘‘ In recent 
years,” says Professor Nippold (p. 114), “ people on the continent 
of Europe had more and more accustomed themselves to look 
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upon war as a military war in the narrower sense of the word.” 
But Englishmen, perhaps because we tend to think of war more 
in terms of fleets than of armies, have always more or less instinc- 
tively recognised the influence of economic pressure in war; for 
a fleet wages “‘economic war” far more obviously and directly 
than does an army. Rousseau’s shallow view that war is only a 
relation between States by which individuals ought not to be 
affected has never had many converts in England; whereas on the 
Continent it is, or at any rate before 1914 it was, the prevailing 
view. And no doubt to any mind that has accepted this theory, 
the late War must indeed appear to have wrought a veritable 
revolution. Perhaps the truth is, not that war has changed its 
character, but that it is better understood ; for no purely “ military 


war ”’ ever has been fought. 
J. L. BrRIERLY 











NOTES AND MEMORANDA 


THE EFFECTS OF THE TRADE CYCLE IN NEW ZEALAND 


ANALYSIS of the War and post-war cycle in New Zealand 
shows the Dominion to be dependent to a remarkable extent upon 
conditions obtaining in Great Britain, and discloses the two main 
aspects of this dependence in the closeness of the Dominion’s 
trade and monetary relationships with London. 

In the main New Zealand is an outlying farm, exporting 
pastoral produce which in 1921 constituted 93 per cent. of her 
total exports,! supplying her own wheat and animal food-stufis, 
but importing most of her manufactured goods. Ranking before 
the War second only to Belgium in the value of her external 
trade per head of the population, she is dependent in an unusual 
degree on the sale of her exports. Of these, in 1919-1922 more 
than 80 per cent. went to the United Kingdom.? It follows 
that prices ruling in Great Britain for her produces are the 
dominant factor in determining the purchasing power of her 
farmers, and this in turn governs the general prosperity of the 
whole community. 

The momentary dependence is even more complete. Before 
the War the Dominion had free circulation, import and export 
of gold, but no Mint. Gold flowed in and out of this country, in 
small amounts, not on account of exchange movements, but 
rather to meet the varying needs of the banks for coin. The rate 
of exchange on London, through which centre probably 95 per 
cent. of the trade was financed, together with the discount rate 
in New Zealand, remained fixed, in accordance with the policy 
of the Associated Banks, for a decade before the War. Fluctuations 
in the balance of indebtedness were partly compensated by the 
rise and fall of the banks’ London balances, partly corrected by 
the effects of expansion and contraction of credit in London in 
accordance with the movement of London balances. Thus a 


1 N.Z. Year Book, 1923, p. 230. 2 Ibid., p. 236. 
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remarkable degree of monetary stability was achieved. A fixed 
exchange became customary at the expense of a price-level 
tagged to that of Great Britain, but fluctuations of prices in New 
Zealand tended to be smoothed out by the compensatory effects 
of changes in the London balances. 

On the outbreak c* war gold payment was suspended,! and 
the note issue increased immediately to replace the gold abstracted 
from circulation. Rising prices for exported produce increased 
the returns to farmers and others, so that by June 1916 bank 
deposits had increased by nearly eight million pounds (32 per cent.), 
which advances had increased by less than one million (5 per cent.). 
So far, six-sevenths of the increase in purchasing power, reflected 
in rising prices, was due to the rise of prices in Britain, and only 
one-seventh to internal inflation of credit. This dependence 
upon British prices continues. It was a chief factor in the 
development of the boom that followed the War, and was the 
direct occasion for the subsequent crisis and depression. 

But internal inflation of notes and credit followed, the note 
issues at first limiting, and later following, the credit expansion. 
A regulation gazetted in August 1916? empowered the banks 
to issue notes against the total amount of “coin, bullion, and 
public securities held.” A further provision—that the amount 
of coin held should never be less than one-third of the note issue, 
which until then had effectively restricted note expansion, and, 
hence, credit expansion also—was at the same time suspended. 
Banks then were enabled to issue notes against public securities, 
to make advances to customers for investment in War Loan stock, 
which was public security against which further notes might be 
issued, and so on ad lib. The possibilities of such a system were 
infinite, but the banks proved fairly conservative and discreet, 
and though between 1914 and 1920 the Government raised internal 
loans totalling £85,000,000, bank advances during the same period 
increased only from £22,000,000 to £33,000,000, whilst deposits 
increased from £25,000,000 to £54,000,000, the growth of deposits 
being partly accounted for by increased domestic advances, partly 
by increased London balances. Hence it seems fair to conclude 
that over the whole period less than half the price rise in New 
Zealand was due to inflation locally induced, and more than half 
to the influence of British conditions operating through a fixed 
exchange. The following table shows the movement of export 
prices :— 

1 N.Z. Year Book, 1923, p. 529. Notes are legal tender till the end of 1924. 

2 N.Z. Gazette, 1916. 
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Recorded a ye Deduced Index | Deduced Index 
Year. Value.! I 900. ‘s of Volume of | of Export Prices, 
£100,000 £100,000 Exports. 1913—100. 
1913 226 175 100 100 
1914 260 199 114 101 
1915 310 200 114 120 
1916 330 187 107 133 
1917 310 156 89 154 
1918 279 124 71 174 
1919 533 248 142 166 
1920 456 200 114 176 
1921 436 212 121 160 

















With the return of free marketing after the cessation of 
hostilities, the price rise in Britain was accelerated, and the effects 
were, as usual, passed on to New Zealand. Then followed the 
boom, marked by almost universal expansion and speculation. The 
scarcity of imports owing to shipping and other immediate post-war 
difficulties encouraged a short-sighted expansion of local secondary 
industries, and high trading profits led to a similar unwise ex- 
pansion among merchants and retailers. But the effects were 
greatest in land speculation. Land transfer is greatly facilitated 
by the simple system of land registration in force in the Dominion, 
and every farmer, it seemed, desired larger and yet larger holdings. 
For in a country where agricultural rents are but little known 
and mortgages are almost universal, farmers have a large pro- 
portion of their costs fixed in interest on mortgages. Changing 
produce prices, therefore, react immediately and more than 
proportionately on the value of the owner’s equity. The effect 
of the almost universal loading of land with transferable mort- 
gages is to make dealing in land largely a matter of speculation on 
the margin of the owner’s equity. In addition to other induce- 
ments to speculation, the Government entered the market as 
a competitor and spent approximately £20,000,000 on soldier 
settlements. Hence the price of land soared. Good dairying 
land, worth £40 to £60 per acre before the War, changed hands at 
£150 to £200 per acre. Farms were known upon occasion to be 
sold two or three times in one day, and the orgy was aided by 
the general readiness of sellers to accept mortgages in part pay- 
ment. To-day mortgages ranking fourth and fifth in order of 
priority are common, and tenth and twelfth mortgages are not 
unknown. Between 1918 and 1922 the aggregate of mortgages 
outstanding increased from £138,000 to £231,000,? and much of 
the increase represents nothing more substantial than the sellers’ 
expected profits recorded as debts due from the buyers. 

1 N.Z. Year Book, 1923, p. 252. 2 Tbid., p. 566. 
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For this period of speculation the banks were in no way 
responsible. Their credit policy was commendably conservative. 
Drastic changes in the exchange rate might have checked the 
boom by reducing the amount received in New Zealand for a given 
credit in London, but an approximately fixed exchange had 
become a tradition hard to uproot, and in any case the bankers 
were somewhat bewildered and preferred to play safe. There 
were other firms, however, mostly stock and station agents, and 
some farmers’ co-operative concerns, taking money on deposit, 
lending on credit, buying and selling farms, live-stock, and farmers’ 
produce and requisites, that acted much less discreetly. After 
the slump began one of these firms published a balance-sheet 
showing for their banking department—Fixed Deposits, £300,000 ; 
Current Deposits, £500,000, and cash in hand and bank over-draft, 
£12,000!! The remaining assets, as time has shown, were far 
from liquid. 

The fall in British prices began about March 1920, and was 
particularly heavy in the case of crossbred wools, which are of 
great importance to New Zealand. But the reaction in the 
Dominion did not set in till some months later. Mortgages 
registered, perhaps the best indication of land speculation that is 
available, reached their peak in August, wholesale prices turned 
downward from October, and retail prices from December, 1920. 
Meanwhile importers, unable to get orders filled abroad, had 
duplicated and re-duplicated their demands, and during 1920 
overseas merchants, filling these orders, were enabled to sell from 
a falling market to one still rising. 

It is at this stage that the banks were called upon. Many of 
the importers traded under arrangement with the banks to meet 
their bills at sight of London, the disbursements being charged 
to the importers’ account in New Zealand. From March 1920 to 
March 1921 imports exceeded exports by £19,000,000; the adverse 
balance of indebtedness was probably over £25,000,000. Called 
upon to meet these payments, the banks depleted their London 
balances, and as the fall in export prices had greatly reduced the 
purchasing power of the farmers and had been immediately 
passed on to other sections of the community, goods became 
difficult to sell, so that banking deposits were reduced and 
advances greatly increased. The £20,000,000 increase in the 
debts due to banks between March 1920 and June 1921 represents 
not so much the considered policy of the banks to aid traders by 
extending credit, as the demands for credit that were latent in 
obligations to customers the banks had already undertaken. 
With the scarcity of funds in London the exchange rates had to 
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be adjusted, and for a while the selling rate on London stood at 
3 per cent. premium, while the overdraft rate here moved to 
7 per cent. 

At this stage the Government interfered to protect certain 
classes of debtors. A Moratorium Act dating from 1919 was 
amended and gave time to firms taking deposits in which they 
might meet their depositors’ claims. By the same means 
mortgages entered into before 1919 were protected until the end 
of 1924.1 Certain firms issued debentures to meet the claims 
made upon them, and ample time was given to landholders to 
make arrangements for meeting their obligations. There is little 
doubt that the extension of the moratorium mitigated what might 
otherwise have proved a very severe crisis ; but, on the other hand, 
recovery has been delayed owing to the general weakening of 
security that follows from inability to estimate the true position. 

From mid-1921 to mid-1922 depression was widespread. 
Prices fell steadily; business was contracted; bankruptcies, 
particularly among farmers and newly established businesses, 
were common; unemployment increased, but was mitigated by 
the remarkable mobility of labour in New Zealand ; and a vigorous 
campaign by the secondary manufacturers for increased tariff 
protection brought them little real gain. Reconstruction, re- 
adjustment and retrenchment were the general rule. The main 
difficulty has been the reduction of costs, especially labour costs, 
for most industries are governed by the award rates of the Arbitra- 
tion Court, which has for the past few years fixed half-yearly a 
legal minimum wage on a six-monthly moving average of retail 
prices.2, Under these conditions wages lag from three to nine 
months behind prices, whether the movement be upward or down- 
ward. Retail prices too have fallen but slowly, for shipping costs 
and distribution charges remain high. In addition there has been 
a great reluctance among business men, politicians and Govern- 
ment officials to face the great need for economy after the 
extravagance of the War and boom periods. 

But the farmers and land speculators who reaped the first 
fruits of the boom have also suffered most from the slump. 
Many who had speculated or bought larger holdings found them- 
selves with fixed obligations that could be met only on condition 
that prices continued to rise, while as a matter of fact working 
expenses remained high, but the bottom seemed to have dropped 
out of the market for their produce. No record of readjustments 
so far made is likely to be available; but cases are known where 


1 N.Z. Year Book, 1923, pp. 567-8. 
2 Cf. Economic Journal, Dec. 1921, pp. 547-54. 
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men simply walked off their holdings, thinking it best to write off 
their own equities and leave the farms to the mortgagees; in 
other cases mortgagors and mortgagees have compromised, and 
accumulated interest, sometimes with large proportions of the 
principal, has been written off, so that the farmers have been able 
to reconstitute their affairs on a workable basis.! Foreclosures, 
too, and forced sales by mortgagees, have been common. Even 
the Government has had to admit loss. After much agitation an 
inquiry has recently been conducted into the affairs of soldier 
settlers. It is decided that in a large number of cases interest on 
the soldier’s mortgage must be remitted and the principal written 
down, so that men may be put on a sound footing. The official 
estimate of loss on this account is 10 per cent.,? and that figure is 
almost certainly too low. 

The movements of the most significant figures for the course 
of the cycle are as follows : 


BANKING AND LAND SPECULATION 





























: Mortgages 

/_—— Bank Deposits | Debts due | Velocity Reauuaea 
June. |(Govt, excluded).? | to Banks. | Index.‘ (Cumulative).® 

£100,000 £100,000 £1,000,000 
1914 25-4 | 22-1 129 106 
1918 36-0 | 31:5 151 138 
1920 54:5 33-4 224 172 
1921 45-4 51-4 171 209 
1922 41-3 44-4 145 231 
1923 45-6 40-2 | 157 | 242 

PRICES AND EXTERNAL TRADE 
— British Prices N.Z. Wholesale egies Roda 
: (Economist). Prices.® £100,000 
| 

1914 (July) 100 (July) 100 plus 11-2 
1918 (Dee.) 237 (Dec.) 185 a 5-9 
1920 (Mar.) 325 (Mar.) 200 - 18-6 
1921 (Dec.) 166 (Dec.) 183 minus 19-3 
1922 (June) 171 (June) 170 plus 7:8 
1923 (June) 167 (June) 173 ms 8-4 














(N.Z. wholesale prices reached their peak in October 1920, when the index 
stood at 216.) 





1 N.Z. Budget, 1922, p. xxxvii. 

2 Report on Soldier Settlement, N.Z., 1923. 3 N.Z. Gazette. 

4 Percentage of current to fixed deposits, corrected for seasonal variation. 
5 N.Z. Year Book, p. 566. 

6 N.Z, Abstractof Statistics. 
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During 1922 stagnation gradually gave place to recovery. 
Improved prices for pastoral produce, especially wool, brightened 
the outlook for the farmer and revived the flagging faith of the 
rest of the community. Business improved considerably and 
internal prices began to rise. The set-back to recovery that 
followed the raising of the bank rate in Britain early in 1923 seems 
likely to be absorbed in the exchange mechanism and not to reach 
New Zealand. The increased prosperity during the last year has 
brought increased imports to the Dominion, and warnings have 
been sounded lest another boom should develop. 

Taking the period as a whole, it is probable that New Zealand 
is richer rather than poorer than in 1914. Of the soundness of 
the country in general there can be little doubt. But the cycle 
has occasioned a considerable transfer of real wealth between 
different sections of the community. Bank profits have been 
high, and continue high; many merchants and traders have 
gained considerably ; and there are many farmers who sold out 
and retired before the boom burst. Much of the War profits, 
however, was expended during the boom in wasteful and extrava- 
gant enterprises as well as in extravagant living. Perhaps the 
clearest example of wasteful expenditure encouraged by the boom 
is the Government policy of building great public works, such as 
hydro-electric plants, at high prices; in the same way many 
farmers extended their holdings; the secondary industries ex- 
panded their works; and the meat-freezing industry particularly 
has been seriously handicapped in its competition with the 
Argentine by the undue multiplication of comparatively small 
works all over the Dominion. Many of these, as well as other 
forms of farmers’ co-operative businesses, have suffered severely 
from the slump, and, in common with many firms engaged in the 
secondary industries, they have yet to emerge from the critical 
stage. 

Of the farmers themselves, on whom the prosperity of the 
community must long continue to depend, the majority who 
avoided rash speculation are again in a sound position, but there 
is an uncertain minority who maintain their positions with very 
great difficulty. How many of these are really insolvent, and how 
far their insolvency will affect the rest of the community, can 
only be told when the moratorium expires at the end of 1924. 

A. H. Tocker 
Canterbury College, 
Christchurch, New Zealand. 
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Tue IrisH Fiscat Inquiry 


Reports of the Fiscal Inquiry Committee: Saorstat EIREANN. 
(Dublin : Messrs. Eason & Son, Ltd.) 


ALONE perhaps among the nations of Europe, Ireland has 
not had within living memory a fiscal controversy. To many it 
seemed, when the new State was established, that not even so 
would this defect be made good. Nationalist sentiment was 
heavily committed to protection, and it was doubtful whether 
the relatively scattered interests and opinions which might lean 
against it would seriously challenge its triumph. Add the 
possibility of deriving from taxes on manufactured imports a 
considerable incidental revenue, and a non-controversial transition 
to protection might well seem assured. 

The Report of the Fiscal Committee has destroyed this 
prospect. Indeed the controversy may be said to have started 
from the date when the personnel of the Committee was announced. 
Many a protectionist who heard the names of its members thought 
meanly of them and wrote or spoke even more meanly. As we 
write, a debate is in progress in the Dail, which seems to promise 
a renewal of youth in Ireland for arguments and rejoinders that 
have grown grey elsewhere. 

Why did President Cosgrave appoint this Committee? We 
see no reason to doubt the answer implied in his statement 
to the Dail last June. The country needed on this question 
a basis of information which it might use whilst making up its 
mind on policy. The Committee states that in analysing the 
evidence and proposals brought before it, it has confined itself 
to the task of reviewing them in the light of ascertained facts 
and common experience. It is just this that was required as 
a starting-point for the formulation of a genuine Irish policy. 
The “ascertained facts and common experience ”’ existed, but they 
were set out for the most part in the writings of foreigners : they 
needed unequivocal pronouncement by Irishmen for Irishmen. 

More than a starting-point for discussion the Report can hardly 
be. It consists of sixty-two octavo pages with one statistical 
appendix, and half the space is given to a précis of the evidence. 
The case for protection was ill presented: it will be easy for 
protectionists to discard much and so to remodel the remainder 
as to present a substantially different case. If they do so they 
will have to be answered, for the Committee has not sought to 
make the protectionists’ case for them: it contents itself with 
discussing the arguments brought before it, and it does not spare 
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the whip. The most obvious defect in the case presented was 
the evident failure of Irish protectionists to inquire into and sift 
out their own discrepancies of interest and frame a conciliated 
national scheme. It is probable that many protectionists feel 
that it was the duty of the Committee to do precisely this, and 
are proportionately sore when they find it poking fun at good men 
in a muddle instead of steering them out of their difficulties. Their 
naive allegations that the Committee has shown ‘“ Cobdenite ” 
bias probably rests on some such feeling. 

Verbatim reports of the evidence have not been published, 
but it seems clear from speeches in the Dail that more than one 
witness felt himself in an alien atmosphere, and there are one or 
two sentences in the Report—a shade too bright—which suggest 
that the Irishman’s traditional impatience of folly may have 
swayed judgment. We have, on the other hand, heard that 
witnesses received much help from the Committee in explaining 
their views, and that without this assistance their plight would 
have been far worse. We pass now to the central issue. 
The more serious critics of the Report complain that too 
much reliance is placed on “ analysis of proposals in the light 
of established fact and common experience,” and that too little 
bona fide investigation was done with the object of adding to the 
stock of fact and experience. This criticism seems in part at least 
deserved. Certain questions of fact which figure in the discussion 
are in the end left undecided : we would instance in particular 
the discussions of the Ford works in the South, and of the relation 
of Irish to British and North of Ireland Labour Costs. We 
believe that in most cases where this has happened the explanation 
is that a conclusive investigation was not possible with the time 
and means at the disposal of the Committee, and that the value 
of their work is not seriously lessened by these deficiencies. At 
the same time from a formal point of view the Committee has not 
always been too happy in dealing with such points. To take the 
two instanced. The one definitely protectionist recommendation 
of the Committee is that in favour of motor-body building : 
now this recommendation cuts across proposals for Anglo-Irish 
free trade in motor-cars based on certain statements regarding 
the Ford works which are neither accepted nor rejected by the 
Committee. Again, the Committee criticises rather severely 
the contention of many manufacturers that Irish labour is expen- 
sive, on the ground that the witnesses were usually unaware of 
the distinction between high wages and high labour costs. Yet 
we have difficulty in believing that the Committee really thinks 
the workers of the South so superior in efficiency to British workers 
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as would outweigh the differences of wages shown in the compara- 
tive table prepared by their own investigator. We feel that 
lenience should have been shown to the confusion between wages 
and labour costs, unless the Committee had strong reason to 
surmise that labour costs really are as low in Southern Ireland 
as in Britain. 

The critical part of the Report is full of pithy re-statement of 
old truths refreshed by apt illustration from the actual conditions 
of Irish industry. Of special interest are the remarks on the 
problem of increasing returns, and on the probable tendency 
of protection to induce manufacture on an uneconomically small 
scale of production. On the whole the Committee sums up 
strongly in favour of maintaining the free trade system in Ireland 
and against adventures in protection. Yet to this general 
statement certain qualifications should be added. 

In the first place, as already stated, the Committee had before 
it the merest travesty of a case for protection. It is possible 
that this was one reason for their unanimity, that an abler 
presentation would have inspired them with more respect for the 
subject and either captured or at least divided them. Secondly, 
all the members of the Committee probably possess the 
characteristically Irish faith that there is a place for reasoning 
and for reason in public matters if only one can devise 
institutions which will give them a chance. If this be so they 
would all feel in their bones that this was par excellence a subject 
on which Irishmen had not yet reasoned sufficiently, and would 
therefore tend to a report which would stimulate thought. 
Consequently the English reader would do well to take seriously 
the paragraph in which the Committee explains that while con- 
demning certain proposals on economic grounds, it fully realises 
that protection may be desirable on social, political, or esthetic 
grounds. Such concessions in the mouth of an English Committee 
would mean little. When I read in the books of English Free 
Traders elaborate arguments in favour of protection, I know that 
it is “‘ all right”: they are sound at heart : they may burn this 
incense on the shrine of truth, but they will see to it that in 
the end the Whig dog gets the worst of the argument. The case 
is different in Ireland. Here men actually believe in reason—are 
ready to kill and be killed for it. Accordingly, I should not be 
surprised to find any or all of the men who signed this Report 
(with the possible exception of Professor Bastable) welcoming 
or at least accepting protection—if only the protectionists will 
drop the bogus case for protection and stress the arguments that 
really have weight. H.-O. MEREDITH 
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RECENT OFFICIAL PUBLICATIONS 


THE indication of Governmental publications that are of special 
interest for the economist has become less necessary now that 
under the auspices of the Permanent Consultative Committee on 
Official Statistics there is issued a Guide to current official 
statistics. The topics are arranged under some twenty-five 
main headings ranging alphabetically from Agriculture to War; 
by means of which and the subordinate classifications the inquirer 
readily finds his way to any particular report. There is appended 
to each publication the price at which it may be obtained from 
His Majesty’s Stationery Office, Kingsway. The nominal prices 
or free gifts by which in the spacious pre-war times Governmental 
publications were made available for general use are no longer 
granted. Rather, the authorities seem to aim at what Dr. 
Marshall has called “ compromise benefit’; that which results 
when a Government acting as a monopolist fixes price on the 
basis that £1 of benefit to the consumer is equally desirable with 
£n of monopoly revenue; and it may be feared that n is not, as in 
the case supposed by Dr. Marshall, a proper fraction. 

The Official Guide having not yet been brought up to date, 
some important recent reports are mentioned below. 





Siaty-fifth Report of the Commissioners of His Majesty’s Inland 
Revenue. [Cmd. 1780.] 


THE Report, like some of its predecessors, includes lucid 
descriptions of the principal duties. A new feature in the account 
of estate duty is the classification of capital values and numbers 
of estates according to the sex of the deceased. Roughly, in 
England, the net capital value left by males was two and a half 
times greater than that of females. The ratio of total net value 
of personalty to that of realty happens to be much the same. 
The net receipt of income-tax for 1921-22 from the United 
Kingdom was very nearly 335 millions; that of the preceding 
year over 340 millions. 





Imperial Economic Conference. [Cmd. 2009.] 


Tus record of proceedings and documents begins with the 
resolutions agreed to by the Conference. Then follow the opening 
speeches of Ministers representing the Dominions and Depend- 
encies, mostly adverting to matters which become the subject 
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of subsequent discussions. For example, the third resolution 
reaffirms the resolution of 1917 in favour of Imperial Preference, 
and affirms the principle of Imperial Preference in public contracts. 
Mr. Bruce strongly advocated these measures. He argued that 
the Preference given by the Dominions was substantially some- 
where between 10 and 11 million pounds. Trade with the 
Dominions was more valuable to Britain than foreign trade; 
for the five large Dominions took in exchange from her nearly 
as much as they exported to her: viz. 229 against 232 millions; 
whereas other countries took from Britain only 113 millions, 
while they exported to her 318 millions. The Dominions per 
head imported much more than foreigners: New Zealand nearly 
£14, Australia nearly £12 per head, against 14s. 7d. taken by the 
United States. He therefore advocated a Protective tariff on 
foodstuffs and raw materials, with preference to the Dominions. 
Alternatives to this his counsel of perfection were proposed by 
him and other speakers; and were the subject of discussions 
reported in the latter part of the volume. 





Report of the Committee on the Co-ordination of Administrative 
and Executive Arrangements for the Grant of Assistance 
from Public Funds on account of Sickness, Destitution and 
Unemployment. [Cmd. 2011.] Price 4s. 

REVIEWING several public services, the Committee find some 
not very serious “gaps” and overlapping; and recommend 
remedies for failure of co-ordination. 





Report on the Administration of the Trade Board Acts from 1st 
January, 1922, to 31st March, 1923 (Ministry of Labour). 
Price 6d. 


Dvurine the period under review no fresh Trade Board was 
formed; 86 rates were fixed, mostly reductions of existing rates 
(exhibited in appended Tables). Eight Trade Boards adopted 
“sliding scales”? dependent upon the Cost of Living figure 
published monthly in the Labour Gazette. 
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Reports of the Departmental Committee on Distribution and Prices 
of Agricultural Produce. (Milk and Milk Products, Cmd. 
1854. Fruit and Vegetables, Cmd. 1892. Meat, Poultry and 
Eggs, Cmd. 1927. Cereals, Flour and Bread, Cmd. 1971. 
Final Report, Cmd. 2008.) 


Tu1s Committee, appointed by the Minister of Agriculture 
and Fisheries under the Baldwin Administration in the last days 
of 1922, completed its inquiry within a year of its constitution, 
having presented four Interim Reports, each one dealing with a 
particular product, or group of products, and a Final Report. 
Taken together these Reports form a guide to the marketing 
methods adopted in this country in connection with the more 
important home-grown foods, the authority and usefulness of 
which is beyond question. A study of agricultural marketing in 
this country has long been needed, and the Linlithgow Committee 
has made an important contribution to the subject. Possibly 
the greatest value of the Reports lies in their descriptive aspects. 
The reader gets the impression that when the Committee reached 
the stage of making definite criticisms of existing practices and 
conditions, and of framing recommendations for their ameliora- 
tion, the necessity for compromise, if unanimity were to be secured, 
led to a good deal of watering-down of conclusions seemingly 
justified by the evidence. In no place is this more apparent than 
in the sections of the Final Report dealing with the question of 
agricultural co-operation. After discussing, at considerable length 
the advantages which should accrue to the producer from co- 
operative organisations of various kinds, the Committee is unable 
to make any recommendation to the Government. 





CURRENT ToPIcs 


THE following have been elected to membership of the Royal 
Economic Society :— 


Abernethy, A. H. Banerjee, Prof.W.C. Blakemore, F. W. 


(life). Baring, Cecil. Blower, A. L. 
Acworth, A. W. Barnes, Prof. H. E. Breckin, J. A. 

(life). Beaver, H. E. C. Breed, Miss W. M. 
Aitken, A. J. C. Bennett, S. Brunner, Felix (life). 
Aiyer, R. Rama. Berger, J. A. Butterworth, J. B. 
Alder, M. C. Berry, H. V. (life). | Clipstone, H. I. 
Atal, P. B. M. Lal. Bhagwati-Sahai. Cockerill, Brig.-Gen. 


Bakre, A. 8S. Bibby, E. G. &., CB. MP. 
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Cook, A. R. 

Cooke, J. S. 
Crossman, Prof. L. E. 
Dobb, M. H. 
Dowell, T. J. 
Duckworth, H. V. 
Dudley-Kindon, K. 
Earle, P. A. 
Edwards, Lewis (life). 
Elder, K. W. 
Elkon, H. 
Farndon, E. A. 
Forrest, A. E. 
Fuller, H. A. 
Goldberg, F. 
Goldsmith, 

M. L. 
Gooding, W. P. 
Groom, H. 
Hall, J. 

Haas, Rev. Dr. F. J. 
Hare, E. 

Harris, W. H. 
High, D. F. 

Hill, J. R. 

Howard, C. H. 
Howard, S. W., M.C. 
Howd, Prof. C. R. 
Hulatt, H. 

Hunter, C. W. L. 
Ivanov, Prof. Serge 

F. 

Jack, D. T. 
Jenkinson, A. J. 
Jones, E. J. 
Kaplan, Prof. A. D. 
Khanna, H. Lal 

(life). 

Kinlock, Rev. T. F. 
Knowles, Lawrence. 
Kulkarni, B. R. 
Lamb, J. 


Miss 
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Langfield, F. C. 
Lawley, Miss E. F. 
G. (life). 
Leicester, E. F. 
Lewis, P. H. 
Liddell, A. R. 
Lloyd, G. W. 
Loman, Rev. E. L. 
Loomba, Prof. D. 
Longbottom, J. L. 
Lyon, W. H. 
Macdiarmid, Allan 
C. 
McDonald, H. B. 
McPhail, F. C. 
Majumdar, H. C. 
Mann, Miss J. de 
Lacy. 
Marshall, A. P. 
Matthews, J. H. 
Middleton, K. J. 
Middleton, W. Aber- 
dein, O.B.E. (life). 
Mills, A. S. 
Morley, Felix (life). 
Morton, J. H. 
Moulton, Dr. H. G. 
Naess, Erling D. 
Naish, Miss M. L. 
Nehalchand, B. 
Neill, J. F. B. 
Odate, Dr. G. 
Organ, W. W. 
Pearson, C. R. 
Pemberton, T. N. 
(life). 
Phillips, R. J. M. 
Prasada, Kanti (life). 
Rallan, S. R. 
Ramaiya, A. 
Rees, R. 
Rice, J. P. 
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Roberts, F., M.C. 
Rosher, J. 
D.S.O., M.C. 
Rowe, J. W. F. 
Ryan, P. J. 
Saxena, S. Shankar. 
Selby, Major H. J., 
M.C. 
Sellar, A. S. 
Sheppard, C. Y. 
Side, A. D. B. 
Sladen, N. St. B. 
Smith, W. E. 
Spelman, S. G. H. 
Stubbs, F. 
Sydow, A. H. 
Tanner, E. L. 
Thomas, H. J. 
Thompson, J. A. 
Toyne, F. M. 
Underwood, E. G. 
Unwin, J. 
Vaughan, H. 
Vechalekar, P. B. 
Wallace, W. 
Walton, V. 
Ward, E. A. L. 
Waters, H. G. 
Watt, J. (life). 
Webster, J. E. 
Wedgwood, Rt. Hon. 
Josiah C., P.C., 
M.P. 
Wilkinson, E. P. 
Williams, F. A. 
Williams, J. H. 
Willington, D. E. 
Wolfenden, E. S. 
(life). 
Woodhouse, M. L. 
Wyllie, R. L. 


B., 
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The following have been elected to library membership :— 
The Atheneum; Kenyon College, Ohio; Ruskin College, 
Oxford; State University of Iowa; University of Western 
Ontario; Regio Istituto Superiore di Studi Commerciali, Turin ; 
Municipal School of Commerce, Birmingham; Glowny Urzad 
Statystyezny, Poland; Fuh Tan University, Shanghai; Queen’s 
University Library, Kingston, Ontario; Grenoble University 
Library; Wheaton College, Norton, Massachusetts; Istituto 
Internazionale d’Agriculture, Rome; Universita Commerciale 
Luigi Bocconi, Milan; Direccién General de Estadistica, Buenos 
Aires. 





Tue Annual Meeting of the Royal Economic Society will be 
held at the London School of Economics on the afternoon of 
Tuesday, April 15. It is hoped to arrange for a discussion on 
‘Monetary Reform ”’ which will be open to members and their 
friends. Full particulars will be circulated to members at a 
later date. 





A ConFERENCE of Teachers of Economics and Kindred 
Subjects in British Universities assembled at Balliol College, 
Oxford, on Friday, January 11th, and continued its meetings 
over the week-end. Some fifty-five teachers took part in its 
deliberations. The Conference was the outcome of a circular 
signed by those responsible for the teaching of Economics in 
most of the British Universities, and addressed to their col- 
leagues in all institutions of University rank. ‘‘ The lack of 
facilities, available to those engaged in the teaching of Economics, 
for a free exchange of ideas appears,”’ declared the circular, “‘ to 
merit consideration.”” This ‘“‘ need for closer contact ’’ was the 
underlying motive of the Conference, and the excellent response 
to the circular showed that the need indicated had been felt. 

Sir William Beveridge presided at the opening meeting 
(January 11th), when Professor J. H. Jones introduced the subject 
of ‘‘The Content of an Economics Honours Course.’ Pro- 
fessor Jones argued that Universities should—as far as limitations 
of personnel permit—provide alternative courses, enabling 
Economics to be studied in close conjunction with another 
subject—Law, History, Philosophy or Mathematics. The dis- 
cussion was continued on January 12th (Sir William Ashley in 
the chair), when first-hand accounts were presented of the position 
of Economic teaching in various other Universities. Notable 
contributions were made by Professor Clay, Professor Burbank 
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(Harvard), Mr. J. F. Rees and others. Professor Dewsnup 
introduced the subject of “‘ The Degree in Commerce” in a 
paper which itself aptly illustrated his conception of Commerce 
as an instrument of general culture. 

At the evening session, the Master of Balliol presiding, Sir 
William Beveridge opened a discussion on “‘ Lectures, Classes 
and Seminars in their Relation to Economic Teaching,’’ explaining 
the various experiments in educational technique in progress at 
the School of Economics. Sir William Ashley and Dr. Heaton 
(Adelaide) were among those who followed. There was much 
illuminating discussion of the respective merits—from both the 
students’ point of view and the teachers’—of “ tutorials”? and 
‘* seminars.” 

At the final session (January 13th) Sir William Ashley again 
took the chair. Professor Cannan read a paper on “ How and 
When the Teaching of Economics should begin”’—a witty 
presentation of the historical evidence in favour of an early 
start, fortified by conclusions drawn from much practical obser- 
vation. An excellent discussion followed, which showed that 
there is a sharp division of opinion among teachers as to the 
validity of Professor Cannan’s thesis. This discussion was 
preceded by a short business meeting, when unanimous approval 
of the principle of teachers’ conferences was expressed, and a 
committee was appointed to arrange for a further gathering in 
1925 and to consider the scope and character of future meetings. 

The Committee consists of Sir William Ashley, Sir William 
Beveridge, Professor E. R. Dewsnup, Professor D. H. Macgregor, 
Mr. H. Phillips, Mr. J. F. Rees and Mr. D. H. Robertson. Mr. 
Phillips (Bristol University) will again act as Secretary. It is 
hoped to hold next year’s Conference in Cambridge, probably 
during the week-end January 2nd to 5th. This, it is thought, 
may meet the needs of Universities which, owing to their short 
Christmas vacation, were not able to be represented at the 
Conference this year. 





ProFessor CopLtanD sends the following figures for the 
Irving Fisher ‘‘ Equation of Exchange” for Australia, in con- 
tinuation of those previously published in the Economic JouRNAL 
for December 1920 (p. 501) :— 

“The equation obtained in the period under review gives a 
satisfactory approximation to the recorded index-number, the 
margin of error not being serious except for 1922. But the 
figures for 1922 are subject to correction, as the data are incom- 
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plete. It is probable that trade will be greater than the figure 
given, and therefore the price level lower. It is worthy of note 
that for the fifteen years for which the equation has been cal- 
culated, in only one was the error appreciably greater than 
10 per cent. In four years it was about 10 per cent. and for 
the rest very much below 10 per cent. The average error was 
5:8 per cent.”’ 


THE EQuaTION OF EXCHANGE, 1918-22. 








Year.| M. V MV. | M’V’.. IMV+M’V’.| T. powviaY ; 
1913 | 11-6 5 58-0 646 704-0 | 117 6-02 
1918 | 18-5 5 92:5 | 1046 1138-5 | 103 11-05 
1919 | 203 5 101-5 | 1134 1235-5 | 106 11-66 
1920 | 22-6 5 113-0 | 1489 1602-0 | 111 14-42 
1921 | 24-2 5 121-0 | 1319 1440-0 | 125 11-52 
1922} 22-8 5 114-0 | 1348 1462-0 | 130 11-24 


























COMPARISON OF P OBTAINED BY EQUATION WITH INDEX-NUMBERS OF 
WHOLESALE PRICES. 








—— P by P on Basis of | Wholesale Prices | Percentage Differ- 
: Equation. 1000 for 1911. | Index-numbers. | ence of II on III. 

1913 6-02 1033 1088 —5-1 

1918 11-05 1895 1934 —2-2 

1919 11-66 2000 2055 — 2-6 

1920 14-41 2473 2480 — 3 

1921 11-52 1976 1903 +3-8 

1922 11-24 1928 1758 +9-6 




















The late Mrs. Medley’s magnificent bequest of £20,000 to 
found ‘a scholarship” at Oxford for the study of Political 
Economy appearing to be hardly compatible with economy in 
the narrower sense of the term, power was obtained last year 
to vary the bequest so far as to carve more than one scholarship 
out of the fund. A certain Committee will in each year deter- 
mine the number of the ‘‘ George Webb Medley Scholarships ”’ 
to be offered in that year, and the value, which is not to be less 
than £80 or more than £300 per annum. The first award of 
this valuable prize has now been made, the winner being Miss 
Evelyn Gilchrist Wilson, of Lady Margaret Hall. She is, we 
believe, the first lady who has obtained a University Scholarship 
at Oxford. 
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RECENT PERIODICALS AND NEW BOOKS 


Economica. 


NovEMBER, 1923. The Restoration of the Gold Standard. Pror. 


Gustav CassEL. “It is of the greatest importance for the 
development of British trade and for the maintenance of London’s 
position as a monetary centre that the gold standard should be 
restored at the earliest possible date.’’ It would much contribute 
to the stabilisation of the value of gold, with benefit to the world. 
The Measurement of Progress in Public Health. With special 
reference to William Farr. Sir ArtHuR NEwsHOLME. A Word 
for the Devil. D. H. Rosertrson. The devil of Malthus is not 
so chained but that he puts difficulties in the way of plans like 
family endowment and disarmament. The writer does not 
retract his youthful utterance, that ‘“‘ there can be no permanent 
limitation of armaments till there is an international agreement 
for the limitation of birth-rate.” But the advocatus diaboli is 
not one-sided; and he reduces some claims that are made on 
behalf of his client. The Limits of Agricultural Expansion. 
R. B. Forrester. The law of diminishing returns is not to 
be attributed par excellence to agriculture; considering the 
possibilities of improvement both in technique and organisation. 
Over-population, Emigration, Empire Development. Dr. E. W. 
SHANAHAN. Schemes for relieving the over-population of Great 
Britain by emigration mostly fail to satisfy the three conditions, 
that the mother country, the adopting country and the emigrants 
themselves should all be benefited. More may be hoped from 
a well-organised emigration of children and juveniles. Wages 
and Production in a Durham Colliery. Pror. A. L. Bowery 
and MarcareET H. Hoga. Interesting statistics, showing great 
inequalities in the earnings per period and per shift. 


Edinburgh Review. 


JANUARY, 1924. Protection in Australia. F. A. W. GISBORNE. 


Absurd and evil as are the effects of the Tariff and the Navigation 
Act, the Federal Arbitration Court with its compulsory arbitration 
is even more fatal. War Supplies and Imperial Preference. C. 
Ernest Fayte. An examination of the facts and the experi- 
ence of the late war (showing a shrinkage in the proportion of 
our imports from the Empire from 24:5 to 18 per cent.) suggests 
that our security against interruption of supplies is only obtain- 
able by preserving the widest possible range of alternative 
sources. Differentiation against the outside world might well 
make war more probable. Tariffs and Empire. Tur Epiror. 
The recommendations of the Imperial Conference—what General 
Smuts described as ‘‘ the preferences which we discussed and 
which we granted ’’—are not binding on the British people; whom 
the proposed new duties on dried fruits and the retention of the 
duty on sugar affect injuriously. There is no equivalence 
No. 133.—vou. XxxIv. L 
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between the preference asked and those given, between the loss 
to the British, who tax imports only for revenue and the case 
of the Dominions, who, “after having established what they 
consider to be a sufficiently high tariff against us, then 
decorate the stage with a still higher duty on foreign goods.” 
If the British people were converted to Protection, they would 
treat imports from the Dominions as the Dominions now treat 
British goods. 


Quarterly Review. 


JANUARY, 1924. Our English Villages. LorD Ernue. Reviewing 
the agricultural history of England with the aid of several recent 
monographs on particular villages, Lord Ernle advocates sub- 
sidiary employments such as were set up in the rural districts of 
Germany last century. 


Contemporary Review. 


January, 1924. The Capital Levy. Sir Jostau Stamp. From an 
examination of the various methods by which payment would 
be made, it appears that the deflation of credit due to the cancella- 
tion of securities capable of supporting Bank Loans would be 
serious; yet not coextensive with the levy, not necessarily more 
than a third (or half) thereof—apart from possible psychological 
effects of a shock to confidence. 

FEBRUARY. Agriculture, the Elections and After. Ricut How. 
F. D. Actanp. 


Nineteenth Century. 


Frpruary, 1924. Imperial Preference. Riagut Hon. STantey M. 
Bruce. Cobden’s and Bright’s ideal of universal free trade and 
commercial millennium having failed, we can best realise their 
objectives, the promotion of trade and peace, by closer Imperial 
trade relations. To this end the Prime Minister of Australia 
dwells on Britain’s need for developing new markets, on the 
value of the Empire as a market—great at present, and still greater 
in view of developments like that of the Murray Valley, where 
2,000,000 acres when irrigated will call for a population of 
750,000—on the value of the Empire as a source of raw materials, 
e.g. wool and cotton, and the benefit to Britain of the preferences 
given by the Dominions. 


Journal of Institute of Bankers. 


DecemMBER, 1923. Inaugural Address. Str Hersert HAmMBLING. 
The President offered many wise observations on the subject of 
Unemployment. British Government Finance. Henry Hicos, 
C.B. I. Our Chancellors have not been selected as carefully 
as Finance Ministers should be, and are in some countries. Glad- 
stone—vainly now descried as parsimonious—was exceptionally 
qualified. ‘‘ Poor limited humanity cannot see far in finance 
without the aid of economic spectacles.” 

JANuARY, 1924. II. Having pointed out the difficulty of obtaining an 
expert Chancellor of the Exchequer—one “with a head for 
figures, not merely a figure-head ”—Mr. Higgs goes on to show 
that the Treasury and the House of Commons do not exercise 
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adequate financial control; and he recommends the appoint- 
ment of an Inspector-General of Finance who should detect 
waste and bad management. 

III. The third lecture forms a contribution to the theory of 
taxation : illustrating by fresh instances the truth that “ two and 
two in the Customs do not make four,” and holding the balance 
evenly between the taxation of income and of capital. 


Bankers’ Magazine. 


JANUARY, 1924. Back to the Gold Standard. Str Cuartes ApDIs. 
There is nothing to induce us on balance to substitute for our 
automatic system, with all its imperfections, any scheme of 
managed currency. Changes in the Price Level of Industrial 
Commodities. E.G. PEAKE. The writer, who in a recent work 
showed the correlation between the average prices of groups of 
commodities, here exhibits the percentage which the relative 
price of each commodity (as given in Sauerbeck’s index-number) 
forms of the total index-number for any year or period; thus 
further assisting the statistician to contemplate the dispersion of 
relative prices. 


Journal of the Institute of Public Administration. 


JANUARY, 1923. Vol. I, No. 1. Inaugural Address by the President. 
Lorp HALDANE. 

Aprit. Aims of the Institute of Public Administration. ViscouNT 
MitnER. Interesting experiences of administration conclude 
with a suggestion that Civil servants might be more popular, 
less inelastic, if they were not stuck in the same office doing the 
same work from twenty to sixty years of age. The Growth of 
Administrative Discretion. H. J. Lasxi. The decision of the 
House of Lords in the Arlidge case has secured the discretionary 
power of administrators. Safeguards against its exercise are 
required. But the initiative of administrators must be encouraged, 
in spite of the historic anonymity of the public service. 

JuLy. Administration of Business and Public Affairs. Sir JosiaAu 
Stamp. There is resemblance between the two kinds of adminis- 
tration in the devolution of tasks, from superiors who dictate 
general purposes to subordinates who have discretion in the 
choice of means; but there is contrast in respect of (1) consistency 
which Civil servants must maintain in the treatment of like 
cases, whereas a business firm is not obliged to sell margarine 
of exactly the same quality in 1922 as 1918, (2) Treasury control 
which prevents taking risks, (3) “‘ marginal return”? which is 
not regarded e.g. by the Post Office in the delivery of letters 
to out-of-the-way districts. 


International Labour Review (Geneva). 


NovEMBER, 1923. Social Insurance and International Legislation. 
K. KrzEczkowskI. There is advocated a new type of insurance : 
against the loss of earnings or income independently of the causes 
thereof. Labour Legislation in Hungary. Dr. Pap. 

DeceMBER. The Fifth Session of the International Labour Conference. 
Factory Inspection was the main subject of the discussion. 
Workers’ Sickness Insurance in Austria. Pror. F. HAWELKA. 

L2 
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Indian Journal of Economics (Allahabad). 


OcToBER, 1923. Economic Geography. H.W. Lyons. The Imperial 
Forest Research Institute, Dehra Dun. H. STANLEY JEVONS. 
The Theory of Distribution. CiaRK A. WarBuRTON. A Deccan 
Village under the Peshwas. Harotp H. Mann. The records of 
a typical village under Maratha rule, beginning in 1698, are 
analysed, showing, among other interesting features, the variation 
in the charges imposed, the stability of the village system little 
affected by the vicissitudes of dynasties. The Bases of Indian 4 
Economy. B. G. Buatnacer. Early Commerce of India (1). 
L. K. Hyper. The commercial relations of India with Western e 
countries from 500 B.c. to A.D. 500 are the subject of this first No 
study. 


Quarterly Journal of Economics (Cambridge, Mass.). 


NovEMBER, 1923. The United States Steel Corporation and Price 
Stabilisation. A. Brerautanp. The policy of price stabilisation Ja 
has been more effective with standard steel rails than with any 
other commodity. The Future of Railway Control. R. F. 
McWi.uiams. Eventually not stockholders only, but bond- 
holders and employees will obtain a share in management. Indus- 
trial war in this branch will have ceased. The Theory of Inter- No. 
national Values. FRANK D. GRAHAM. Many received theories 
and approved theorists are condemned. Mill’s exposition turns 
on an exceptional case. Bastable likewise errs. The Life and 
Work of Max Weber. Cart Dienu. The éloge of a great German 
sociologist. 


The American Economic Review (Cambridge, Mass.). Dr 


DECEMBER, 1923. Currency Inflation in Eastern Europe, with special 
reference to Poland. E. Dana Duranp. The relation of foreign 
exchange to internal purchasing power and other nice points Jat 
having been discussed, there is recommended the stabilisation of 
the paper at its present value. Importance of the Retail Trade 
in the United States. L. B. Mann. Retailing ranks third among 
American industries as judged by the number of the workers 
and the value of their work. Trade Union Development in Soviet No 
Russia. Amy Hewes. The new economic regime reviving manu- 
facture for profit and the individual entrepreneur has reanimated 
trade unionism. 


The Journal of Political Economy (Chicago). 


DECEMBER, 1923. German Taxation Policy in the World War. R. R. 
Kuczynski. While the German Empire doubled its tax revenues, 
Great Britain trebled them; and the surplus of tax revenues No’ 
available for war expenses was in Great Britain more than three 
times as high as in Germany. Nor was the German loan policy 
much better than the British. Value and the Larger Economics, 
II. Frank A. Fetter. The introduction into economics of the 
concept ‘‘ welfare’’ is applauded. Sizxteenth-century Religious Dr 
Thought. R. H. Tawney. The claim of religion to regulate 
business was not immediately abandoned by the Protestants. 
Piquant illustrations from the New England theory are given. 
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But Calvin tolerated interest, and accepted the facts of com- 
mercial practice; and the English Puritans prepared the way 
for the laissez-faire doctrine of the classical economists. German 
Commerce in the Middle Ages. J. W. HorrmMann. The Gyppo 
System. An account of a method of remuneration, ranging from 
simple piece wage to a group piece and even more complicated 
contracts, which has recently grown up in the North-west pine 
belt. . 


Annals of the American Academy of Political and Social Science 
(Philadelphia). 


NOVEMBER, 1923. Psychology in Business. A series of articles 
illustrating the play of human nature in business. Psychology in 
salesmanship, for instance, is illustrated by enumerating various 
arts employed by salesmen. The psychology of saving is con- 
nected with the instinct of children to make collections (of birds’ 
eggs, shells, etc.). 

JANUARY, 1924. The Price of Coal, Anthracite and Bituminous. 
The subject is discussed under several heads by numerous writers. 


Bureau of Labor Statistics (U.S. America). 


No. 340, 1923. Chinese Migrations, with special reference to Labor 
Conditions. T. A. CHEN. An interesting history from early 
times down to the employment of Chinese in France during 
the Great War. 


Journal des Economistes (Paris). 


DECEMBER, 1923. L’expérience économique et financiére du royaume 
des Serbs, Croates et Slovenes. M.Stoyaptnovicu. The policy of 
setting free the exchange and reducing tariffs, has proved beneficial 
to Yugo-Slavia. 

JANUARY, 1924. Les Réparations des dommages de Guerre. N.MONDET. 
La Commission des réformes. G. DE NoUvION. 


Revue d’Economie Politique (Paris). 


NOVEMBER—DECEMBER, 1923. La question agraire en Gréce. H. 
SmonipE. The recent reform creating small properties out of 
large estates that were not economically managed is described 
and justified. La question agraire en Pologne. Z. LUDKIEVICZ. 
Intte contre le trust des frigorifiques en République Argentine. 
LAFONT. 


Jahrbiicher fiir Nationalékonomie und Statistik (Jena). 


NovEMBER, 1923. Schumpeter’s System (I). Dr. A. Lampe. Ueber 
die derzeitige Bewertung von landwirtschatichem Grundbesitz fiir 
Beleihungszwecke. Dr. W. RotTHKEGeL. Borrowing on _ the 
security of land in Germany is much more difficult now than 
before the War. 

DECEMBER, 1923. Schumpeter’s System. ‘ADOLF LamMpE. The study 
of the Austrian economist’s development of the theory of Dis- 
tribution is continued and concluded. Agrarpolitik als Wissen- 
schaft. H. ScHack. 
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Zeitschrift fiir Volkswirtschaft und Sozialpolitik (Vienna). 
Band III. Heft 7-9. Landwirtschaft in Raterussland. Kurt WIEDEN- 
FELD. An account of the present land system in parts of Russia. 
Der Credit-Mobilier Gedanke. H. M. Hirscuretp. Index und 
Wechselkurs. Dr. O. ZAGLITES. 


Giornale degli Economisti (Rome). 


NovEMBER, 1923. Sullo sviluppo delle dottrine economiche : Riccardo. 
Detita Votta. The second centenary of Adam Smith’s birth, 
the first of Ricardo’s death, is celebrated by tracing the de- 
velopment of theories which they originated. 

DecemBerR. I mercati della cirenaica. Pompeo Gortnt. ‘The techni- 
calities of Standard Deviation and Correlation are applied to 
the vicissitudes of the markets in Bengasi, Merg and other 
localities in Italian Libya. 


La Riforma Sociale (Turin). 


NovEMBER—DECEMBER, 1923. La Liberia é fine é tutto. MIcHEL- 
ANGELO Bria. Liberty is extolled as an end in itself, not 
subordinated to any superior utility. La revisione degli estimi 
catastali. L. Erxaupi. La pressione tributaria nei grandi communi 
italiani. F. A. Repact. 


Metron (Ferrara). 


Vou. III., No. 2. The Possibility of Extending Human Life. L. 1. 
Dusuin. The American statistician predicts a gain in the Ex- 
pectation of Life at the earlier ages; a gain of five and a half 
years at age twenty, of three and a quarter years at age forty, 
and so on to age seventy; after which no improvement. 


Revista Nacional de Economia (Madrid). 


Vou. XV., No. 46. El Camino de la riqueza. VizcoNDE DE Eza. An 
account of the third National Congress of Irrigation (de Riegos) ; 
which discussed not only hydraulic technicalities, but also the 
relations between cultivators and even more general themes. 
Sociedades y economias proletarizadas. A. HricHen. Describing 
his theory as a ‘‘ supplement to the doctrine of plus-value,” the 
writer seems to extend Marx’ doctrine to the relations between 
States. Plus-value is said to migrate from the “ proletarised ”’ 
to the bourgeois countries. 

No. 47. El problema agragrio en Espana. ANDRES BERTHE. La 
psicologia econdmica del espanol. An interesting delineation of 
a national character which is by no means that of the typical 
“economic man.” 





NEW BOOKS. 


English. 


AMBEDKAR (B. R.). The Problem of the Rupee. London: King. 
1923. Pp. 309. 

App.eTon (W. A.). Unemployment : a Study of Causes, Palliatives 
and Remedies. London: Hodder and Stoughton. Pp. 157. Is. 
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BELLERBY (J. R.). Control of Credit as a Remedy for Unemploy- 
ment. London: King. 1923. Pp. 120. 3s. 


Buatia (Ram). Report on Economic Survey of Bairampar, with 
Special Reference to three other Villages in the Hoshiarpur District. 
(Undertaken under the auspices of the Standing Board of Economic 
Enquiry, Rural Section, Punjab.) 

[A detailed description of Indian village life, bringing out among other general 
features the injurious fragmentation of land, the restriction of over- population 
— from marriage, the harm done by water-ways passing through the 

age 


Boepanorr (A.). A Short Course of Economic Science. Labour 
Publishing Co. 1923. Pp. 391. 5s. 

[J. Fineberg of Moscow, the translator, explains that ‘‘ Comrade Bogdanoff's 
book is a comprehensive and popular introduction to the study of the profound 
and enthralling principles of Marxian philosophy.” It is designed as a “‘ text-book 
for the study of Social Science from the Marxian point of view.’’] 


Branp (R. H.). Why I am not a Socialist. (The “‘ New Way ”’ 
Series, No. 3.) London: Daily News. Pp. 32. 6d. 

[The arguments against State Socialism are represented as overwhelming. 
“Does anyone who really knows human nature, who really grasps the truly 
immense complexity, intricacy and delicacy of national and international trade, 
industry and finance actually believe that Government could control and guide 
all these infinitely multifarious actions which now are guided by supply and 
demand acting through the medium of prices?” ‘* Production would be slowed 
down by the reluctance of Government to take the risks on which progress 
depends. Enterprise is the very life-blood of industry. Our theorists have a 
very vague idea of the adventurous and risky nature of commercial life.” ; 
Risk requires profits; investment and interest are not wrong. State Socialism 
would not bring greater liberty to the wage-earner or alleviation of his monotonous 
toil.] 


Ciay (Henry). Property and Inheritance. (The “New Way ” 
Series.) London: Daily News. Pp. 30. 


[The inequality in the distribution of property, six per cent. of the population 
owning half the income of the country and three-fourths of the property, might 
be mitigated by restriction of inheritance on the lines of Rignano or Dr. Dalton. 
But the reduction of private property thus effected should be distinguished 
from the diffusion which might be effected by compulsory division at death. ] 


Davenport (E. H.) and Cooke (Sipney Rvssett). The Oil 
Trusts and Anglo-American Relations. London: Macmillan. 1923 
Pp. 272. 


Hook (A.). The Worker’s Share. Labour Publishing Co. 1924. 
Pp. 124. 3s. 6d. 


[Described by the publisher (on the wrapper) as “a practical statement of 
how the worker may obtain the due reward of his labour.’’} 


Kuan (SHAFAAT A.). The East India Trade in the Seventeenth 
Century in its Political and Economic Aspects. Oxford University 
Press. 1923. Pp. 325. 


Layton (W. T.). Budget of 1933. (“New Way’ Series.) 
London: Daily News. Pp. 31. 6d. 


RawLinson (ALBERT). The True Principle of Money and its 
Application in Stabilising the Currencies. London: King. 1923. 
Pp. 16 
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Rosertson (D. H.). The Ebb and Flow of Unemployment. 
(‘‘ New Way ” Series.) London: Daily News. Pp. 23. 6d. 

[Unless private enterprise can clear itself of the reproach of needlessly 
generating and tolerating the present instability, it cannot be expected that the 
private worker will continue to bear the ills he has.] 

Sauzman (L. F.). English Industries of the Middle Ages. Oxford : 
Clarendon Press. 1923. Pp. 360. 


Shipping. (Studies on Labour and Capital, No. VI. Prepared by 
the Labour Research Department.) Labour Publishing Co. 1923. 
Pp. 64. 2s. 6d. 


Smon (E. D.). Houses for All. (‘‘ New Way” Series.) London: 
Daily News. Pp. 27. 


SpaLpine (W.F.). Bankers’ Credits. (Second edition.) London : 
Pitman. 1923. Pp. 125. 


American. 


BRISSENDEN (P. F.) and Franke (E.). Labor Turnover in 
Industry : a Statistical Analysis. New York: Macmillan Co. 1922. 
Pp. 215. 


[The first-named author is an Assistant Professor in Columbia University, 
and his collaborator has been a special agent of the United States Labor Depart- 
ment. ] 


Bruwer (A. J.). Protection in South Africa. South Africa : 
Stellenbosch. 1923. Pp. 203. 


[A thesis by a candidate for the degree of Doctor in Philosophy in the University 
of Pennsylvania. ] 


CLARK (J. Maurice). The Economics of Overhead Costs. 
Chicago: University Press. 1923. Pp. 487. 


Cross (IrA B.). Domestic and Foreign Exchange: Theory and 
Practice. New York: Macmillan Co. 1923. Pp. 572. 


Harvard Index of General Business Conditions : its Interpretation. 
Cambridge (Mass.): University Committee on Economic Research. 
1923. Pp. 16. 


[{‘‘It is clear from an examination of the 1903-14 Index Chart that if this 
Index had been available at the time, the important changes of the eleven years 
which it covers could have been forecast with very great certainty.’’] 


JoNEs (ExiotT). The Trust Problem in the United States. New 
York: Macmillan Co. 1922. Pp. 598. 


Kopayasui (U.). Warand Armament Taxes of Japan. (Carnegie 
Endowment for International Peace.) New York: Oxford University 
Press. Pp. 255. 

(Production was not greatly affected by war taxes, but distribution was 
altered to the detriment of the poorer classes. ] 

Monroe (ARTHUR E.). Monetary Theory before Adam Smith. 
Cambridge (Mass.): University Press. 1923. Pp. 312. 
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Moore (Henry LUDWELL). Generating Economic Cycles. New 
York: Macmillan Co. 1923. Pp. 141. 

[Cycles of approximately eight years in the yield per acre of British Crops, 
and consequently in other economic phenomena, are probably caused by the 
planet Venus in its eight-yearly periodic motion with respect to the earth and 
sun. } 


French. 


ANDREADES (A.). La population anglaise avant pendant et aprés 
la grande guerre. Ferrara: Taddei. 

{The book being published under the auspices of Metron, its appearance has 
been delayed for two years by the typographical difficulties which beset that 
journal. With wonderful knowledge of British affairs, the Athenian Professor 
compares our country with other countries in respect of the injury to population 
caused by the War. One most serious result, in his view, is the increase in the large 
number of self-supporting spinsters forming a “third sex.’”’ Not ignoring the 
dangers of restricted natality, and the difficulty of relieving over-population by 
emigration to the colonies, he yet is led to think that ‘‘ the English race, which 
has so astonishingly developed from 1770 to 1921, has before it the most splendid 
future.’’] 


BapDvuLeEsco (Victor). Les finances publiques de la Roumanie. 
Paris: Giard. 1923. Pp. 74. 

Rist (CHARLES). La déflation en pratique. (Bibliothéque inter- 
nationale d’économie politique.) Paris: Giard. 1924. Pp. 172. 


Unemployment. General Meeting of the International Association 
pour la lutte contre le chOmage. Geneva: Sonor. 1923. Pp. 601. 


[A report of the proceedings of the second meeting (at Paris last September) 
of the Association founded in 1910 to combat unemployment. The experience 
of several nations was brought to bear in different languages on emigration as a 
remedy for unemployment, on unemployment among intellectual workers, and 
on other relevant topics. } 


German. 


EtstER (Dr. ALEXANDER). Sozialbiologie Bevélkerungswissen- 
schaft und Gesellschaftshygiene. Berlin and Leipsic : Gruyter. 1923. 
Pp. 483. 


[This is the eighth volume of the ‘“‘ Handbuch der Wirtschafts u. Sozialwissen- 
schaften,”’ published in separate volumes. The learned writer discourses with 
great freedom and some originality on Malthusianism in relation to the quantity 
and quality of population, on the relation of the sexes, on marriage, birth, and 
the interests of women (Frauentum), on ‘ Eugenese,” “‘ Euthanasie”’ and 


“ Bubiotik.”’] 

Hormann (Victor). Die Devalvierung des ésterreiches Papier- 
geldes im Jahre 1811. Munich and Leipsic : Duncker und Humblot. 
1923. Pp. 231. 


Italian. 
BERNARDINO (ANSELM). La finanza Sabauda. Vol. IJ, Turin: 
Bocca. 
MareEnco (M. G.). L’emigrazeone ligure nell’ economia della 
nazione. Genova. 
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Mariotti (ANGELO). L’industria del forestero in Italia. Bologna : 
Zanichelli. 

Narzani (Emixio). Sunto di Economia politica, ripublicato con 
aggiunte da A Loria (xvii edizione). Fo. 

Srcre (A.). Storia del Commercio. Turin: Lattes. 1923. Pp. 
1208. 2 vols. 


[The first volume traces the history of Commerce from the earliest times down 
to the French Revolution; the second volume covers the period 1789-1922. The 
author is a ‘‘ Libero Docente ”’ in the University of Turin.] 


Suprno (CAMILLO). Principii di Economia Politica (vi edizione). 
Milan : Alborghi. 
Vincl (FELICE). Statistica Metodologica. Padua. 1924. Pp. 242. 








